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TELEMARKETING  FRAUD:  PUTTING  PHONE 
SCAMS  ON  HOLD 


WEDNESDAY,  SEPTEMBER  28,  1994 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:20  a.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  The  Small  Business  Committee  will  come  to 
order.  Our  committee  meets  this  morning  to  address  telemarketing 
fraud,  a  problem  of  growing  national  importance  both  for  American 
consumers  and  for  the  business  community. 

At  one  time  or  another,  most  of  us  have  been  exposed  to  a  sales 
pitch  that  was  too  good  to  be  true,  a  sweepstakes  in  which  we  are 
proclaimed  to  have  already  won,  or  a  free  offer  that  we  later  learn 
contains  more  than  a  few  catches  and  conditions.  Perhaps  because 
we  are  all  familiar  with  these  types  of  offers  and  deals,  we  assume 
that  telemarketing  fraud  is  an  occasional  annoyance,  a  minor  event 
in  the  modern  world  of  sales  and  marketing. 

Unfortunately,  that  is  not  the  case.  We  are  witnessing  a  new 
generation  of  telemarketing  fraud,  a  landscape  of  high-tech  boiler 
rooms  and  computerized  phone  lists  of  vulnerable  victims.  All  told, 
these  scam  artists  took  in  an  estimated  $10  billion  from  consumers 
in  1993.  The  total  figure  may  be  four  times  higher  than  that,  as 
high  as  $40  billion,  because  so  much  of  this  fraud  goes  unreported. 

Welcome  to  a  world  where  threats  and  harassment  are  common 
sales  tactics,  where  profits  are  high  but  prizes  are  nonexistent.  Ac- 
cording to  an  award-winning  series  of  articles  that  appeared  last 
year  in  the  Buffalo  News,  one  telemarketing  firm  took  in  $40,000 
per  week  and  paid  its  workers  as  much  as  $250,000  per  year.  An- 
other sweepstakes  firm  grossed  $11  million  per  year,  but  gave 
away  only  one  car  as  a  prize  during  that  time.  In  Iowa,  a  single 
senior  citizen  recently  lost  $167,000  to  the  telesharks. 

Toda/s  hearing  will  focus  on  both  the  fraud  against  small  busi- 
ness and  on  the  effects  of  consumer  telemarketing  fraud  on  legiti- 
mate telemarketers  and  legitimate  small  businesses.  In  a  few  min- 
utes, we  will  hear  firsthand  how  these  telemarketing  sales  pitches 
take  place. 

It  is  no  secret  that  the  perpetrators  of  telemarketing  fraud  prey 
on  the  weakest  and  most  vulnerable  members  of  society.  In  matters 
of  consumer  fraud,  this  typically  means  senior  citizens  living  on 
fixed  incomes  or  a  small  savings  account,  many  of  whom  are  less 
able  to  withstand  the  high-pressure  sales  tactics  of  a  teleshark. 

(1) 


Business-related  fraud  is  equally  sinister.  One  typical  ploy  is  for 
these  fraudulent  companies  to  obtain  lists  of  newly  incorporated 
companies  from  Government  agencies,  then  use  these  firms  as 
sales  targets  for  overpriced  office  supplies  or  advertisements  in 
nonexistent  telephone  directories.  Within  a  few  days,  the 
unsuspecting  business  may  receive  phony  invoices,  be  billed  for 
long-distance  calls  it  has  not  made,  or  be  snipped  cartons  of  useless 
copier  toner  at  twice  the  market  price. 

Like  a  shark,  these  fraudulent  outfits  never  relax  their  grip  on 
a  victim.  Once  they  have  bought  a  product,  senior  citizens  find 
themselves  on  "hot"  lists,  and  are  guaranteed  to  receive  dozens  of 
calls  a  day,  every  day  of  the  week.  One  Baltimore  business  that  fell 
victim  to  a  "toner  pnoner"  scam  still  receives  a  call  a  week  from 
other  scam  artists  hoping  to  hawk  the  same  product. 

Particularly  disturbing  is  one  of  the  hottest  trends  in 
telemarketing  fraud — operations  known  as  "recovery  rooms."  In 
this  scam,  phony  callers  use  the  same  list  of  people  who  fell  victim 
to  an  earlier  fraud,  calling  back  this  time  posing  as  an  attorney, 
a  government  official,  or  even  the  local  Better  Business  Bureau. 
The  callers  promise  to  recover  some  of  the  victim's  money  from  the 
first  fraud.  In  the  end,  of  course,  they  simply  pull  another  scam 
and  take  even  more  money  from  the  original  victim. 

Federal  authorities  have  taken  action  against  many  of  these 
firms,  but  are  hard-pressed  to  keep  up.  The  Federal  Trade  Com- 
mission has  brought  90  lawsuits  against  various  telemarketing 
scams  in  the  last  few  years,  and  States  have  shut  down  another 
150  operations.  In  March  1993,  the  FBI  raided  telemarketing  loca- 
tions in  Buffalo,  New  York;  Las  Vegas,  Nevada;  and  17  other  cities. 

I  believe  that  Federal,  State,  and  local  governments  can — and 
should — be  offering  more  assistance  in  this  area.  Congress  has 
made  some  significant  progress  this  year,  passing  the  Consumer 
Protection  Telemarketing  Act  as  well  as  stringent  telemarketing 
provisions  in  this  year's  omnibus  crime  bill. 

Our  committee  is  concerned  that  while  many  of  these  new  State 
and  Federal  laws  are  useful  when  fighting  consumer  fraud,  they 
may  be  less  helpful  in  combating  fraud  against  small  businesses. 

As  today's  witnesses  can  attest,  telemarketing  fraud  prosecutions 
are  time-assuming  and  expensive  and  require  an  extraordinary  de- 
gree of  cooperation  between  the  law  enforcement  agencies  of  var- 
ious States.  We  need  to  find  ways  to  better  coordinate  these  activi- 
ties and  to  simplify  the  burden  of  prosecuting  these  crimes.  I  am 
hopeful  that  this  hearing  might  help  facilitate  that  process. 

We  are  pleased  this  morning  to  welcome  Chris  White,  the  Acting 
Director  for  the  Bureau  of  Consumer  Protection  at  the  Federal 
Trade  Commission.  The  FTC  has  taken  a  leading  role  among  Fed- 
eral agencies  in  putting  an  end  to  deceptive  telemarketing  prac- 
tices, and  will  shortly  begin  a  rulemaking  process  mandated  by  the 
Consumer  Protection  Telemarketing  Act. 

Next,  we  will  welcome  Bill  Esposito,  the  Deputy  Assistant  Direc- 
tor of  the  Criminal  Investigative  Division  for  the  FBI.  The  FBI 
staged  last  year's  highly  successful  "Operation  Disconnect,"  a  series 
of  raids  on  telemarketing  offices  and  boiler  rooms  nationwide. 

,Our  next  committee  witness  will  be  John  Barker,  the  vice  presi- 
dent for  the  National  Consumers  League  and  director  of  the  Na- 


tional  Fraud  Information  Center,  a  clearinghouse  for  a  variety  of 
data  on  telemarketing  fraud. 

David  Polino,  the  chief  operating  officer  for  the  Buffalo  Better 
Business  Bureau,  will  give  a  perspective  on  telemarketing  fraud  in 
western  New  York  State.  He  will  also  speak  on  behalf  of  the  Coun- 
cil of  Better  Business  Bureaus,  which  has  recently  issued  a  new  in- 
formational booklet  for  business  owners  on  telemarketing  scams. 

Finally,  we  will  welcome  Mr.  Richard  Barton,  the  senior  vice 
president  of  the  Direct  Marketing  Association,  who  will  address 
now  legitimate  telemarketing  firms  are  being  harmed  seriously  by 
illegitimate  scam  operations. 

We  all  look  forward  to  your  presentations.  I  would  now  call  upon 
other  members  of  the  committee  for  any  opening  statements  they 
would  make. 

Subsequent  to  their  opening  statements  and  before  we  hear  from 
the  witnesses,  I  would  like  to  play  for  the  committee  and  all  those 
in  attendance  several  tape  recordings  that  the  committee  is  in  pos- 
session of,  of  fraudulent  telemarketing  firms  attempting  to  pitch 
their  products  and  services. 

But  first,  Mrs.  Meyers,  do  you  have  any  statement  you  wish  to 
make? 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  Very  briefly,  Mr.  Chairman. 

First,  I  would  like  to  introduce  a  guest  that  we  have  in  the  audi- 
ence today.  The  SBA  regional  administrator  from  the  Kansas  City 
area,  from  Region  7,  is  with  us  today,  Bruce  Kent,  and  I  would  like 
to  welcome  him  and  say  how  pleased  we  are  to  have  him  here 
today. 

I  would  like  to  state  my  thanks  for  your  holding  this  hearing, 
Mr.  Chairman,  and  I  want  to  thank  the  witnesses.  The  issue  of 
telemarketing  fraud  has  received  growing  attention  in  the  media 
over  the  past  several  years,  and  while  many  forms  of  cons  and 
scams  practiced  on  consumers  have  been  with  us  for  many  years, 
there  is  now  a  fairly  recent  and  growing  phenomenon  of 
telemarketing  scams  being  practiced  on  small  businesses  and  en- 
trepreneurs. 

These  scams  take  many  forms  and  are  directed  at  many  kinds 
of  businesses.  Historically,  most  enforcement  efforts  directed  at 
telemarketing  fraud  have  been  directed  at  frauds  perpetrated 
against  individuals  as  consumers  and  not  against  victimized  small 
businesses.  Recent  legislative  efforts,  including  the  telemarketing 
provision  of  the  recently  passed  crime  bill,  also  have  focused  pri- 
marily on  the  rights  of  victimized  individuals. 

I  am  pleased  that  our  hearing  today  will  focus  on  the  interests 
of  small  businesses  when  they  are  victimized  by  telemarketing 
fraud,  and  I  am  particularly  interested  in  hearing  from  our  wit- 
nesses from  the  Federal  Trade  Commission  and  the  Federal  Bu- 
reau of  Investigation. 

I  strongly  believe  that  any  real  solution  to  the  problems  created 
for  small  enterprises  by  telemarketing  frauds  rests  largely  with  the 
efforts  of  Federal  agencies  such  as  the  FTC,  the  FBI,  and  the  Fed- 
eral Communications  Commission  because  of  the  federally  regu- 
lated instrumentality  that  is  used  in  perpetrating  these  frauds — 
the  telephone. 


Thank  you  again,  Mr.  Chairman,  and  I  look  forward  to  today's 
testimony. 

Chairman  LaFalce.  Thank  you  very  much. 

[Mrs.  Meyers'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Does  the  distinguished  Chairman  of  the 
Congressional  Black  Caucus  and  Chairman  of  one  of  our  sub- 
committees have  any  statement? 

Mr.  Mfume.  Thank  you,  Mr.  Chairman.  I  want  to  congratulate 
you  on  holding  the  hearing.  I  do  have  a  formal  statement  I  would 
like  to  offer,  and  ask  unanimous  consent  it  be  placed  into  the 
record,  and  I  would  yield  back  the  time  for  the  sake  of  time  that 
we  might  be  able  to  give  forward  to  hearing  from  our  witnesses. 

[Mr.  Mfume's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  I  also  want  to  add  I  was  looking  forward  to 
having  Congressman  Mfume  visiting  my  district  on  Saturday,  Octo- 
ber 8,  but  now  it  looks  as  we  will  be  in  session  on  Saturday,  Octo- 
ber 8. 

Mr.  Mfume.  Mr.  Huffington  said  he  would  be  more  than  glad  to 
go  and  campaign  for  you,  though. 

Mr.  Huffington.  I  will  be  going  West. 

Chairman  LaFalce.  Well,  let  us  pick  another  date,  Kweisi. 

I  would  like  to  play  for  the  committee  a  surveillance  tape  record- 
ing of  a  fraudulent  telemarketing  firm  attempting  to  pitch  its  prod- 
ucts and  services.  These  recordings  were  supplied  by  the  Attorney 
General's  office  for  the  State  of  Iowa. 

The  typical  consumer  scam  is  simple.  Senior  citizens  are  imme- 
diately told  that  they  have  already  won  a  car,  a  vacation,  or  a  cash 
prize.  In  order  to  expedite  the  delivery  of  the  prize,  recipients  are 
persuaded,  coerced  to  send  money  or  give  their  credit  card  numbers 
for  what  turn  out  to  be  overpriced  vitamins,  beauty  products,  jew- 
elry, and  other  products.  The  companies  will  call  back  repeatedly, 
sometimes  harassing  the  victim  or  promising  after  one  more  sale 
the  big  prize  is  theirs. 

The  Iowa's  Attorney  General's  office  was  one  of  the  first  law  en- 
forcement bodies  to  begin  using  tape  recordings  in  the  fight  against 
telemarketing  fraud.  Once  a  repeat  fraud  victim  is  located,  the  At- 
torney General's  office  gives  the  victim  a  new  phone  number,  trans- 
fers the  old  phone  number  to  a  bank  of  Government  phones,  and 
monitors  future  calls  for  telemarketing  scams. 

The  results  have  been  highly  effective  and  similar  taping  facili- 
ties are  now  in  use  in  several  other  States.  This  type  of  a  high- 
technology  approach  to  the  problem  may  be  useful  on  a  Federal 
level  as  well. 

The  scam  you  are  about  to  hear  is  a  so-called  "recovery  room  op- 
eration." You  may  wish  to  use  the  tape  transcript  provided  with 
the  other  committee  materials.  The  male  voice  is  the  caller,  claim- 
ing to  be  from  a  New  York  recovery  firm.  The  female  voice  is  a 
staff  member  of  the  Iowa  Attorney  General's  office  posing  as  Anna, 
who  has  lost  $48,000  to  telemarketers  in  the  past.  Mark  claims  to 
be  able  to  recover  this  money  for  her. 

Would  you  please  play  tape  number  one.  It  is  approximately  2 
minutes. 

[The  information  may  be  found  in  the  appendix.] 


Chairman  LaFalce.  The  second  segment,  will  be  from  later  in 
the  day,  when  Mark  calls  back  to  try  to  have  Anna  transfer  money 
to  her  checking  account.  This  second  tape  will  be  approximately  3 
minutes. 

[The  information  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  In  the  final  segment  recorded  the  next  day, 
Anna  resists  accepting  the  deal,  and  instead  of  giving  up,  Mark 
drops  his  price  in  a  final  effort  to  hook  his  victim. 

If  we  could  play  tape  number  three,  that  will  be  about  2  minutes. 

[The  information  may  be  found  in  trie  appendix.] 

Chairman  LaFalce.  After  about  another  15  minutes  or  so,  Mark 
finally  hung  up,  but  you  can  see  how  the  scam  artist  operates. 

Well,  we  have  heard  that  tape  recording  and  various  opening 
statements,  now  let  us  hear  from  our  distinguished  panel  of  wit- 
nesses. 

Would  all  the  witnesses  come  to  the  table,  please? 

Our  first  witness  will  be  Mr.  Christian  White.  We  will  put  the 
entirety  of  your  testimony  in  the  record,  and  I  would  ask  each  of 
you  to  attempt  to  summarize  your  testimony  in  somewhere  be- 
tween 5  to  10  minutes.  Mr.  White. 

TESTIMONY  OF  CHRISTIAN  S.  WHITE,  ACTING  DIRECTOR,  BU- 
REAU OF  CONSUMER  PROTECTION,  FEDERAL  TRADE  COM- 
MISSION 

Mr.  White.  Mr.  Chairman,  members  of  the  committee,  thank  you 
very  much.  I  am  Chris  White,  the  Acting  Director  of  the  Bureau 
of  Consumer  Protection  at  the  FTC.  The  commission  appreciates 
very  much  the  opportunity  to  provide  the  committee  with  its  views 
on  how  telemarketing  fraud  affects  small  businesses  and  to  discuss 
current  and  future  efforts  to  combat  such  fraud. 

In  the  interest  of  time,  I  will  try  to  summarize  some  of  the  points 
you  have  asked  about  and  be  as  brief  as  possible.  I  cannot  help, 
however,  but  start  by  saying  every  time  you  hear  one  of  these  tapes 
with  the  one  you  just  played  it  makes  your  blood  boil.  These  are 
obviously  sophisticated  and  effective  though  unscrupulous  sellers, 
and  what  they  do  is  an  outrage.  We  are  working  very  hard  to  try 
to  deal  with  that. 

Mr.  Chairman,  you  have  discussed  and  put  in  context  this  prob- 
lem extremely  well.  Estimates  of  how  much  consumers  have  lost  to 
telemarketing  fraud  scams  range  from  the  low  billions  of  dollars  to, 
as  you  say,  as  many  as  $40  billion.  Injury  could  easily  be  even 
more  than  that.  I  do  not  think  we  have  to  come  up  with  a  precise 
number  to  know  that  the  number  is  huge  and  it  is  way  too  high. 

Because  of  your  particular  interest  in  the  impact  of 
telemarketing  scams  on  small  business,  I  will  talk  briefly  about 
that.  As  you  have  made  clear,  the  vast  majority  of  telemarketing 
scams  target  individuals,  but  small  businesses  are  by  no  means  off 
limits  to  deceptive  telemarketers.  The  "toner  phoners"  and  other  of- 
fice supply  sellers  that  victimize  small  businesses  use  pitches  that 
are  very  similar  in  their  nature  to  the  pitches  made  to  individuals 
to  deceive  and  obtain  money  under  false  pretenses. 

Mr.  Chairman,  the  commission's  statement  contains  a  discussion 
of  how  those  scams  work.  I  think  I  would  only  want  to  say  this 
morning  that  they  depend  on  obtaining  enough  information  about 


the  company  so  that  the  caller  can  make  him  or  herself  appear  to 
be  a  knowledgeable  regular  spplier  to  the  company.  The  pitches 
made  to  businesses  in  the  office  supplies  area  tend  to  be  those  that 
exploit  a  need  common  to  every  business  and  that  is  the  need  to 
minimize  costs.  So,  you  find  that  the  scammers  will  often  refer  to 
increasing  prices  and  will  offer  the  small  business  the  opportunity 
to  buy  at  the  old  price  and  thereby  save  money.  So,  it  is  a  very  ef- 
fective pitch. 

These  scams  hit  small  businesses;  large  businesses,  indeed,  are 
also  susceptible.  Our  experience  has  been  that  the  telemarketing 
scams  affect,  unfortunately,  virtually  all  of  us  in  one  way,  shape, 
or  form.  There  is  no  absolute  profile  of  individuals  who  are  the  only 
ones  susceptible.  These  scammers  target  broadly  and  they  are 
highly  successful. 

In  the  business  supplies  area,  they  have  obtained  money  from 
churches  and  synagogues  and  volunteer  organizations.  The  organi- 
zations that  appear  most  vulnerable  to  these  scams  are  those  that 
do  not  have  strict  centralized  internal  procurement  policies.  Com- 
panies can  protect  themselves  by  strictly  controlling  the  outflow  of 
money,  and  the  ordering  of  supplies.  But  as  you  have  shown,  these 
callers  are  enormously  persistent. 

Another  type  of  scam  that  affects  perspective  entrepreneurs  and 
small  businesses  is  fraudulent  schemes  to  sell  franchises  and  busi- 
ness opportunities.  Again,  you  find  the  scammers  are  playing  on 
what  is  in  the  news.  Every  time  we  see  an  article  about  the 
amount  of  downsizing  in  American  businesses,  that  creates  a  class 
of  individuals,  upon  whom  these  scammers  prey —  middle  man- 
agers, who  have  to  find  a  new  career  and  may  nave  monies  that 
represent  their  accumulated  savings  that  they  receive  when  they 
separate  from  a  company. 

One  new  area  that  we  have  seen  in  the  past  year  at  the  Federal 
Trade  Commission,  in  the  Bureau  of  Consumer  Protection,  has 
been  an  increased  use  of  telemarketing  techniques,  the  boiler  room 
operation,  in  the  sale  of  investments  and  business  opportunities. 
These  schemes  generally  involve  representations  about  earnings, 

Eromises  about  how  the  business  will  be  operated,  support  that  will 
e  given,  that  turn  out  not  to  be  true. 

We  have  been  very  active  in  litigating  cases  against  business  op- 
portunity frauds,  and  we  see  that  telemarketing  becomes  an  in- 
creasing part  of  this  problem. 

Mr.  Chairman,  you  have  asked  about  the  NAAG,  National  Asso- 
ciations of  Attorneys  General,  FTC  telemarketing' fraud  database, 
and  I  want  to  talk  just  briefly  about  that  because  we  think  it  is 
becoming  an  important  tool  in  this  fight. 

The  database  was  begun  in  1987  as  a  cooperative  endeavor  by 
NAAG  and  the  Federal  Trade  Commission.  It  simply  attempts  to 
create  an  electronic  system  for  compiling  and  sharing  information 
about  complaints  and  actions  against  telemarketing  fraud.  The 
database  is  a  useful  tool  for  identifying  fraudulent  telemarketers 
that  generate  the  largest  number  of  complaints  or  those  complaints 
with  the  highest  dollar  volume.  It  provides  information  that  en- 
ables law  enforcers  to  look  for  trends  in  law  violations  and  target 
their  resources.  It  helps  the  agencies  determine  quickly  whether 
another  agency  has  already  mounted  an  action  against  a  particular 


scam  that  surfaced  in  one  area.  At  the  Federal  Trade  Commission, 
we  use  it  constantly. 

To  generate  potential  witness  lists  when  we  are  preparing  a  case 
against  one  of  the  scams,  we  will  need  solid  evidence  to  show  what 
the  practices  are  so  that  we  can  bring  a  civil  action  to  shut  that 
boiler  room  down  and  perhaps  seize  the  assets  so  they  can  be  re- 
turned to  consumers.  So,  we  use  that  for  identification  of  prospec- 
tive witnesses  and  contacting  them  to  see  if  they  will  help  with  the 
prosecution. 

We  are  working  very  hard  to  make  the  database  even  more  use- 
ful. We  are  trying  to  make  it  more  user  friendly,  easier  for  law  en- 
forcers to  use  and  obtain  information  from  and  to  upgrade  its 
search  capabilities.  Attached  to  the  commission's  testimony  is  the 
list  of  some  78  Federal  and  State  law  enforcement  organizations 
that  now  participate,  in  the  data  base  including  now  41  State  At- 
torneys General. 

Also  attached  to  the  testimony  is  a  list  of  those  organizations 
that  have  agreed  to  submit  data  that  is  very  useful  to  the  law  en- 
forcers, but  because  these  organizations  are  not  themselves  law  en- 
forcement agencies,  they  cannot  obtain  data  from  the  system. 

I  want  to  particularly  note  that  we  have  a  very  effective  arrange- 
ment with  one  of  the  panel,  the  organization  represented  by  one  of 
my  colleagues  on  the  panel.  The  National  Fraud  Information  Cen- 
ter provides  complaint  data  from  its  toll  free  hot  line  on 
telemarketing  fraud  to  the  Federal  Trade  Commission  within  hours 
after  it  has  been  received.  The  commission  enormously  appreciates 
this  contribution  from  the  Consumers  League.  It  helps  the  commis- 
sion in  providing  information,  and  I  believe  it  is  of  enormous  help 
to  all  the  law  enforcers. 

You  have  asked  also  about  new  trends  and  recently  emerging 
scams.  We  continue  to  see  sweepstakes  and  prize  promotion  offers 
as  a  high  volume — the  highest  source  of  complaints.  Promotional 
sweepstakes  are  about  three  times  the  size  of  the  next  largest  cat- 
egory of  complaints,  which  is  what  we  call  advertising  specialties. 
In  terms  of  the  amount  paid  or  the  amount  that  the  complainant 
indicates  they  have  lost,  sweepstakes  are  second  only  to  gemstone 
scams.  That  is,  there  are  not  quite  as  many  complaints  about  the 
gemstones  scams,  that  is,  gemstones  as  an  investment,  but  the  dol- 
lar amounts  are  higher. 

Focusing  again  on  telemarketing  scams  that  particularly  affect 
small  businesses,  the  office  supply  scams,  or  what  you  refer  to 
quite  properly  as  the  toner  phoner  category,  is  the  ninth  largest 
category  of  complaints  in  the  database,  and  that  is  followed  imme- 
diately by  complaints  about  business  opportunity  scams. 

As  you  note,  we  have  recently  observed  a  sudden  increase  in  re- 
covery room  scams.  I  hate  to  say  that  that  is  a  consequence  of  the 
industry  maturing.  There  are  now  widely  circulated  lists  of  those 
who  have  been  victimized  by  telemarketers.  What  we  now  know  is 
that  if  you  have  been  hit,  and  if  you  have  lost  money,  that  you  will 
be  contacted  again.  The  tapes  make  clear  just  how  effective  the 
callers  can  be. 

The  recovery  rooms  at  present  are  targeting  individuals  rather 
than  businesses.  We  would  anticipate  that  to  continue. 
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Another  area  that  has  arisen  in  the  past  several  years  is  what 
we  refer  to  as  telefunding,  and  that  is  the  use  of  these  classic 
telemarketing  pitches  to  solicit  funds  for  charities.  We  brought  a 
number  of  cases  in  the  Federal  District  Court  challenging 
telefunding  techniques.  Telefunders  target  both  individual  and 
small  businesses.  There  are  a  number  of  charitable  endeavors  that 
attempt  to  enlist  the  support  of  small  businesses;  the  scammers 
target  the  same  audience  with  their  deceptive  techniques. 

As  for  new  developments  in  deceptive  telemarketing,  I  think  I 
would  just  repeat  the  fraud  operators  are  very  adaptive.  They  are 
opportunistic.  Every  time  there  is  news  that  can  be  turned  and 
used  in  aid  of  a  scam,  the  scammers  will  be  there  first  and  they 
will  use  it. 

When,  for  example,  the  new  pay-per-call  service,  or  900  number 
service,  became  available,  the  unscrupulous  were  among  the  first 
to  appreciate  its  possibilities  for  obtaining  money  from  consumers 
through  this  new  payment  system.  Congress  and  the  commission 
took  steps  to  address  abuses  in  the  pay-per-call  industry,  and  there 
is  now  in  place  a  regulation  that  provides  consumer  information. 
Our  experience  with  900  number  is  indicative  that  new  tech- 
nologies will  provide  opportunities  and  the  clever  fraud  artists  will 
be  there. 

Just  to  mention  another  area  where  this  is  certainly  going  to  be 
the  case,  the  information  superhighway,  a  new  medium  of  commu- 
nication with  the  public  will  also,  we  think,  require  diligence  on  the 
part  of  the  law  enforcers.  Earlier  this  month  the  Federal  Trade 
Commission  filed  its  first  case  involving  the  use  of  the  Internet  to 
perpetrate  an  alleged  deceptive  scheme,  FTC  v.  Brian  Corzine. 
That  was  a  District  Court  action  filed  just  about  10  days  ago.  It 
actually  is  not  quite  concluded,  but  we  have  almost,  I  believe,  fin- 
ished the  case,  negotiated  a  settlement  that  will  provide  complete 
redress  to  the  victims  of  this  scheme,  and  provide  tougher  coverage 
to  prevent  its  recurrence  by  that  individual. 

I  think  it  is  also  worth  saying  that  another  disturbing  develop- 
ment in  telemarketing,  along  with  many  other  aspects  of  fraud  in 
the  consumer  market,  is  its  increasing  globalization.  The  calls  that 
you  heard  on  tape  were,  we  think,  made  from  within  the  United 
States,  but  with  technology  that  need  not  be  the  case.  That  call 
could  be  coming  from  offshore,  and,  indeed,  one  of  our  largest  cat- 
egories of  consumer  complaints  in  the  database  concerns  gemstones 
sold  as  investments,  and  the  vast  majority  of  all  of  those  com- 
plaints arise  from  firms  that  market  out  of  Toronto^  Canada. 

We  have  been  working  very  closely  with  the  Canadian  enforce- 
ment officials  to  support  and  assist  enforcement  by  the  Canadians, 
and  action  has  been  taken  by  the  Toronto  Metropolitan  Police  with 
the  support  of  the  Royal  Canadian  Mounted  Police.  The  Mounties 
are  definitely  on  this  problem  in  Canada.  We  have  also  seen  pros- 
ecutions by  the  U.S.  Attorney  in  the  middle  district  of  Pennsylva- 
nia which  has  obtained  indictments  against  some  44  defendants 
that  are  operating  gemstone  scams  from  Canada. 

So,  increasing  globalization  is  certainly  what  we  are  going  to  see, 
and  we  are  working  very  hard  with  Canadian  counterpart  law  en- 
forcers to  ensure  that  we  can  exchange  information  effectively  and 
work  in  partnership  against  this  problem. 


Mr.  Chairman,  you  have  also  asked  for  our  comments  about  the 
Telemarketing  Fraud  Act.  We  are  hard  at  work  on  the  preliminary 
steps  of  producing  a  Federal  rule  that  implements  that  statute  and 
we  have  to  produce  that  rule  by  next  summer,  and  so  we  are  out 
consulting  with  all  of  those  that  can  help  us  learn  about  the  prob- 
lem, learn  about  legitimate  telemarketing  so  that  when  we  make 
a  rule  it  is  as  effective  against  the  scammers  as  it  can  be  but  does 
not  unnecessarily  impede  the  use  of  the  technology. 

The  Congress  has  recognized  that  one  element  of  that  rule  will 
include  those  who  assist  or  facilitate  the  scammers,  because  the 
scammers  cannot  usually  work  in  isolation.  They  need  support  net- 
works, and  so  it  is  very  important,  and  Congress  has  recognized, 
that  it  has  to  be  clearly  unlawful  to  support  and  assist  and  facili- 
tate this  kind  of  fraud.  That  aspect  of  the  rule  may  well  be  a  useful 
and  important  part  of  the  addition  to  the  arsenal  against  fraud. 

The  Telemarketing  Fraud  Act  will  add  civil  penalty  enforcement 
as  another  option  against  this  area,  and  it  will  also  allow  State  At- 
torneys General  to  proceed  in  Federal  District  Court  to  redress  vio- 
lations of  this  new  telemarketing  rule. 

We  have  a  lot  of  work  to  do  and  we  think  this  rule  is  going  to 
be  a  very  important  aspect  of  the  coming  years'  attempts  to  grapple 
with  telemarketing  fraud. 

You  have  asked  also  some  questions  about  the  new  provisions 
that  address  telemarketing  fraud  in  the  crime  bill,  and  one  of  those 
increases  the  penalties  that  may  be  obtained  for  someone  who  de- 
frauds an  older  American,  and  I  would  say,  again,  all  of  our  infor- 
mation is  that  additional  criminal  penalties  may  well  be  useful  in 
the  endeavor. 

The  commission  is  not  a  criminal  law  enforcement  agency,  al- 
though we  have  attempted  to  assist  the  criminal  enforcement  wher- 
ever it  is  possible  for  us  to  do  so.  With  respect  to  the  penalties,  we 
defer  to  the  Department  of  Justice,  but  this  cries  out  for  a  serious 
penalty  approach. 

One  of  the  provisions  in  the  crime  bill  calls  upon  the  Attorney 
General,  subject  to  the  availability  of  funds,  to  establish  a  national 
toll  free  hot  line  to  provide  information  about  telemarketing  fraud. 
The  comment  that  I  think  we  would  add  is  that  we  have  been 
working  very  effectively  with  the  National  Fraud  Information  Cen- 
ter and  suspect  that  the  funds  necessary  to  set  up  a  second  toll  free 
hot  line  for  consumers  to  call  might  very  well  be  better  spent  in 
law  enforcement  and  consumer  education  efforts.  The  partnership 
that  we  have  established  thus  far  has  been  very  effective  for  the 
commission,  and  we  hope  for  the  other  law  enforcement  agencies. 

Mr.  Chairman,  I  will  stop  my  remarks  there.  There  is  much  that 
could  be  said  further,  and  we  will  be  happy  to  try  to  respond  to  any 
questions  that  you  may  have.  The  commission  is  part  of  this  en- 
deavor. 

Chairman  LaFalce.  We  will  postpone  questions  until  we  have 
heard  from  all  the  witnesses. 

[Mr.  White's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness  will  be  the  Deputy  Assist- 
ant Director  of  the  FBI,  Mr.  William  Esposito. 
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TESTIMONY  OF  WILLIAM  ESPOSITO,  DEPUTY  ASSISTANT  DI- 
RECTOR, CRIMINAL  INVESTIGATIVE  DIVISION,  FEDERAL  BU- 
REAU OF  INVESTIGATION 

Mr.  Esposito.  Thank  you,  Mr.  Chairman.  As  you  stated,  I  am 
the  deputy  assistant  director  of  the  criminal  division.  I  have  held 
this  position  for  2  weeks. 

Chairman  LaFalce.  What  did  you  do  before  that? 

Mr.  Esposito.  Previously,  I  was,  for  the  last  2  years,  I  have  been 
the  special  agent  in  charge  of  our  field  office  in  San  Diego,  Califor- 
nia, where  we  have  a  boiler  room  task  force  which  I  will  discuss 
in  a  minute. 

But  in  1990,  I  was  the  chief  of  the  bureau's  white  collar  crime 
program,  and  in  1990  we  were  aware  that  illegal  telemarketing 
was  becoming  quite  a  severe  problem  in  this  country,  and  we 
looked  at  the  approach  we  in  law  enforcement  were  taking. 

The  agents  in  the  field  did  not  like  working  these  types  of  cases 
and  the  prosecutors  did  not  like  prosecuting  these  cases.  There 
were  problems  in  that  the  people  who  owned  boiler  rooms,  illegal 
boiler  rooms,  their  defense  would  be  that  they  did  not  know  what 
was  going  on.  They  did  not  give  the  instructions  to  the  sales- 
persons. The  salespeople  would  say,  hey,  the  person  or  the  victim 
misinterpreted  what  I  was  saying,  and  if  I  did  something  wrong, 
it  was  under  orders  of  the  boss.  The  victim  sometimes  would  make 
a  bad  witness  when  the  case  would  go  to  trial,  and  subsequently 
we  had  very  few  prosecutions. 

So,  we  sat  down  at  FBI  headquarters,  not  only  with  FBI  but  with 
other  agencies,  including  the  FTC,  and  developed  a  new  approach 
to  tackle  illegal  telemarketing  from  a  law  enforcement  perspective. 
We  knew  that  illegal  telemarketers,  just  as  you  made  the  state- 
ment in  your  opening  remarks,  make  a  pitch  tnat  is  too-good-to-be- 
true  type  of  pitch.  We  developed  a  scenario.  We  knew  tnat  illegal 
telemarketers,  their  biggest  cost  is  at  the  front  end,  making  the 
phone  calls.  So,  we  test  bedded,  so  to  speak,  an  operation  in  our 
Salt  Lake  City  office  where  we  came  up  with  a  computer  that 
would  make  all  these  phone  calls  for  them,  but  in  order  to  program 
that  computer,  we  had  to  have  the  owners  of  the  illegal  boiler 
rooms  and  their  best  salespeople  tell  us  how  they  make  this  pitch 
so  we  can  program  the  computer. 

It  worked  so  effectively  in  Salt  Lake  City  and  they  fell  for  it,  they 
fell  for  their  own  scam,  that  we  decided  to  "franchise"  that  oper- 
ation to  18  other  field  offices  around  the  country. ^The  result  was 
in  1993,  we  identified  over  500  illegal  telemarketers,  we  indicted 
over  300,  and  up  to  today  200  of  which  have  been  convicted. 

In  the  middle  of  that  operation,  I  was  transferred  to  San  Diego, 
and  in  San  Diego  we  were  very  active  at  that  point,  before  Oper- 
ation Disconnect.  We  thought  we  had  about  a  thousand 
telemarketers  in  Southern  California.  Today,  when  I  left  just  a 
month  ago,  we  figured  the  number  is  less  tnan  100.  So,  it  was  a 
significant  impact  in  Southern  California.  Of  course,  they  have 
moved  to  other  places  but  we  did  have  a  tremendous  impact. 

In  San  Diego,  for  example,  we  indicted  last  March  of  1993,  100 
individuals.  Eightynine  have  been  convicted,  1  died  prior  to  trial, 
6, are  awaiting  trial,  and  4  have  been  deferred,  the  prosecutions. 
So,  it  was  very  effective. 
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The  other  outcome  of  Operation  Disconnect  was  the  tremendous 
amount  of  intelligence  we  picked  up,  not  only  about  what 
telemarketers  are  doing  but  we  also  found  out  who  in  the  industry 
is  also  active  in  this.  Ahe  intangible  benefits  of  Disconnect  from  the 
FBI's  standpoint  is  we  have  better  relations  now  with,  say,  the 
FTC,  with  the  Better  Business  Bureau,  with  the  State  Attorneys 
General  offices. 

What  we  did  in  San  Diego  was  we  wanted  to  take  this  intel- 
ligence that  we  had  gathered,  because  we  know  more  about  their 
schemes  than  ever  before,  and  capitalize  on  it.  We  saw  that  we  had 
a  window  of  opportunity  here.  I  created  a  telemarketing  squad  of 
a  dozen  agents  in  San  Diego,  put  them  together  with  Internal  Rev- 
enue Service  agents,  other  law  enforcement  entities,  and  we  had 
two  full-time  prosecutors. 

I  must  add  that  you  need  a  combination  of  investigators  and 
prosecutors  to  be  successful.  These  people  were  all  collocated  in  one 
building  to  handle  these  telemarketing  frauds. 

We  also  had  regular  meetings,  quarterly,  with  various  other 
agencies,  like  the  FTC,  the  Better  Business  Bureau,  the  State  At- 
torneys General  to  find  out  what  the  complaints  are,  who  was  the 
people  behind  these  scams  so  that  we  could  start  creating  and  add 
to  our  intelligence  base. 

We  also  had  communications  with  the  business  editor  of  the  local 
newspaper  so  that  any  time  we  saw  a  new  scam  developing  we 
would  call  him  and  he  would  put  the  people  in  the  city  on  notice 
that  this  is  a  scam,  be  aware  of  it  and  do  not  fall  for  it. 

This  task  force  also  started  reaching  out  to  State  Attorneys  Gen- 
eral around  the  country.  We  asked  them  to  come  in  to  our  task 
force,  see  what  we  are  doing  and  try  to  duplicate  it. 

Where  the  bureau  is  going  now  is  we  are  trying  to  create  other 
task  forces  similar  to  that  around  the  country,  and  in  February  of 
this  year  the  Buffalo  division  of  the  FBI,  along  with  the  U.S.  Postal 
Service,  the  U.S.  Secret  Service,  IRS,  and  the  New  York  State  Po- 
lice formed  a  task  force.  That  task  force  has  been  up  and  running 
since  February,  but  it  has  been  very  successful.  In  that  very  short 
period  of  time,  they  have  already  indicted  64  individuals  and  have 
10  convictions.  So,  Buffalo  is  doing  a  tremendous  job  as  far  as  the 
FBI  is  concerned. 

Some  of  the  intelligence  we  gathered — we  have  passed  out  some 
handouts  which  kind  of  give  you  some  information  which  I  think 
everybody  pretty  much  knows.  The  first  sheet  shows  you  the  na- 
tional contact  methods,  and  by  far  more  than  half  of  the  frauds 
that  are  committed  by  illegal  telemarketers  are  done  by  telephone. 

Also,  on  the  second  handout,  you  can  see  that  27  percent  of  the 
products  that  are  sold  usually  involve  small  businesses,  where  they 
offer  consumer  discount  coupons,  distributorships,  scholarships, 
and  small  business  loans,  these  types  of  services. 

We  tried  to  do  a  victim  profile,  which  is  the  third  sheet  that  is 
attached,  and  by  far  the  largest  group  that  these  telemarketers  tar- 
get are  the  elderly,  people  55 

Chairman  LaFalce.  Actually,  Mr.  Esposito,  you  say  27  percent, 
but,  really,  virtually  all  your  other  products  sold  are  sold  by  small 
business  too:  Vitamins,  19  percent;  skin  care,  17  percent;  travel 
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club/household  items,  7  percent;  and  jewelry,  5  percent.  So,  it  is 
more  like  100  percent  than  27  percent. 

Mr.  Esposito.  You  are  absolutely  right,  yes. 

Then  the  victim  profile — and  this  chart  again  could  be — your 
point  is  well  taken.  For  example,  in  this  chart  it  says  small  busi- 
nesses, 12  percent  and  the  elderly  is  34  percent.  But  a  large  num- 
ber of  people  55  and  older  own  small  businesses,  so  there  is  a  mix- 
ture there. 

Some  of  the  scams  that  we  are  seeing  in  common  have  already 
been  discussed.  There  is  a  large  number  of  toner  phoner  rooms, 
which  we  already  discussed. 

Another  scam  that  is  quite  popular  is  the  factoring,  where  they 
go  to  small  businesses  and  offer  to  use  their  merchant  accounts  for 
the  credit  cards  for  a  percentage.  Of  course,  by  the  time  the  billings 
come  back,  the  telemarketers  are  out  of  business  and  the  small 
business  is  left  holding  the  bag. 

We  are  seeing  a  lot  more  international  frauds,  as  was  mentioned. 
We  are  seeing  more  frauds  involving  Canada  and  Mexico.  We  do 
have  plans 

Chairman  LaFalce.  Do  you  think  this  will  pick  up  because  of 
NAFTA  and  the  increased  commerce  between  our  countries? 

Mr.  Esposito.  Yes,  we  see  it  not  only  because  of  that  but  because 
we  are  putting  so  much  pressure  on  in  this  country  I  think  they 
feel  it  is  a  safe  haven. 

One  operation  I  know,  for  example,  where  the  people  actually 
make  the  calls  are  in  Mexico.  The  money  is  sent  to  a  drop  in  Can- 
ada, and  then  a  courier  delivers  it  to  a  bank  in  the  southwest  part 
of  the  United  States.  They  are  using  it  as  a  safe  haven. 

One  of  our  initial  plans  is  we  are  working  very  closely  with  the 
FTC  on  a  database,  which  they  are  providing.  We  are  going  to  have 
two  databases  at  our  computer  centers  that  agents  can  access,  be 
actually  on  line  with  complaints. 

We  are  working  with  the  State  Attorneys  General  on  the  tape  li- 
brary, we  think  that  is  very  important,  and  we  are  expanding  the 
number  of  task  forces.  We  feel  that  we  do  not  need  a  task  force  in 
every  city  where  we  have  an  FBI  office,  but  we  feel  we  need  them 
in  maybe  half  a  dozen  or  a  dozen  cities  around  the  country,  and 
based  on  these  task  forces,  some  of  the  ones  in  Buffalo,  we  could 
maybe  put  pressure  on  about  85  percent  of  the  telemarketers. 

Chairman  LaFalce.  How  many  task  forces  do  we  have  in  exist- 
ence now? 

Mr.  Esposito.  Six. 

Chairman  LaFalce.  Where  are  their  locations? 

Mr.  Esposito.  San  Diego,  Buffalo,  Miami,  Houston,  Chicago,  and 
Los  Angeles. 

Chairman  LaFalce.  OK 

Mr.  Esposito.  I  will  be  glad  to  answer  any  questions  at  the  end. 

Chairman  LaFalce.  All  right.  We  will  have  some  more.  We  will 
hold  them  off  until  later. 

[Mr.  Esposito's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  We  will  next  hear  from  Mr.  John  Barker, 
the  vice  president  of  the  National  Consumers  League  and  the  direc- 
tor of  the  National  Fraud  Information  Center. 
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TESTIMONY  OF  JOHN  BARKER,  VICE  PRESIDENT,  NATIONAL 
CONSUMERS  LEAGUE,  DIRECTOR,  NATIONAL  FRAUD  INFOR- 
MATION CENTER 

Mr.  Barker.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
the  opportunity  to  testify  today  on  what  I  consider  to  be  a  major 
crisis  facing  the  American  public  and  American  small  business,  the 
ever  increasing  toll  of  telemarketing  and  telephone-related  fraud. 

Once  a  local  problem,  the  victimization  of  Americans  and  Amer- 
ican businesses  by  a  new  breed  of  high-tech  con  artists  has  become 
a  national  disgrace.  Despite  diligent  efforts  by  Congress,  the  ad- 
ministration, State  and  local  enforcement  agencies,  and  consumer 
protection  offices  to  protect  the  public,  some  $40  to  $60  billion  in 
losses  occur  each  year.  These  losses,  Mr.  Chairman,  are  entered  on 
the  ledgers  of  major  American  corporations  and  credit  card  issuers, 
which  pass  along  the  increased  costs  of  doing  business  to  their  cus- 
tomers. But  they  are  also  entered  on  the  ledgers  of  American  small 
businesses,  which  often  cannot  pass  along  the  costs  to  their  cus- 
tomers and  which  sometimes  end  up  going  bankrupt  or  out  of  busi- 
ness. 

In  my  written  testimony,  Mr.  Chairman,  I  have  outlined  at  some 
length  specific  frauds  which  are  directed  at  small  businesses.  We 
have  no  precise  estimate,  but  are  certain  that  the  problem  affects 
almost  every  small  business  today. 

Individual  Americans  of  all  ages,  rich  and  poor,  illiterate  and 
well  educated,  are  also  victims  of  telemarketing  and  telephone-re- 
lated fraud.  Their  losses  are  equally  devastating. 

The  most  common  telephone-related  frauds  perpetrated  on  the 
American  public  revolve  around  the  promise  of  a  free  prize  or 
award.  You  might  think,  Mr.  Chairman,  that  by  this  time  everyone 
who  has  not  been  living  in  Biosphere  for  the  past  2  years  would 
have  heard  about  sweepstakes  promoters  who  call  to  say  you  have 
won  a  new  car  and  yo  just  have  to  send  $1,000  to  pay  the  taxes 
and  shipping  fees.  But,  unhappily,  such  is  not  the  case.  Our  Na- 
tional Fraud  Information  Center,  which  includes  a  national  hot  line 
to  assist  victims  of  fraud,  receives  approximately  200  calls,  200 
calls  each  day,  from  victims  of  sweepstakes  fraud  alone.  We  have 
also  received  dozens  of  calls  each  week  from  small  business  opera- 
tors who  are  hit  by  fraud. 

The  Congress,  Federal,  State,  and  local  agencies,  consumer  advo- 
cacy groups,  local  organizations  which  deal  with  the  elderly,  and 
the  national  media  have  all  taken  up  the  fight  against  deceptive 
and  misleading  telephone  practices,  as  well  as  the  nuisance  caused 
by  late  night  phone  calls  hawking  everything  from  ostrich  chicks 
to  credit  checks.  Not  all  fraudulent  telemarketers  work  at  night. 
Deceptive  promotions  aimed  at  small  businesses  operate  in  broad 
daylight  and  are  equally  as  noxious  as  the  dinner  hour  caller. 

Nuisance  phone  calls  and  deceptive  and  misleading  telephone 
promotions  are  at  the  very  root  of  the  larger  problem  of 
telemarketing  fraud.  Much  of  the  blame  for  the  persistence  of  nui- 
sance telephone  calls  rests  with  the  Federal  Communications  Com- 
mission. 

In  1991,  the  Congress  enacted  The  Telephone  Consumer  Protec- 
tion Act,  legislation  aimed  at  providing  a  way  for  consumers  to 
avoid  repeat  calls  from  telemarketers.  Those  who  considered  the 
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calls  a  nuisance  were  granted  the  legal  right  to  have  their  names 
removed  from  call  lists.  This  seemed  to  be  a  reasonable  solution  to 
the  problem  of  unwanted  telephone  calls  and  a  way  to  begin  to 
bring  deceptive  promoters  under  some  kind  of  control. 

Regulation  of  calling  hours  and  restrictions  on  unwanted  calls 
would  affect  the  fraudulent  telemarketer  more  than  the  legitimate 
telemarketer,  because  the  latter  is  unlikely  to  engage  in  those  prac- 
tices in  the  first  place.  Unfortunately,  the  reasonable  intent  of  this 
legislation  was  thwarted  by  the  Federal  regulatory  process.  Con- 
gress left  to  the  Federal  Communications  Commission  the  task  of 
translating  the  general  goals  of  the  act  into  specific  regulations  and 
sanctions.  The  FCC  dealt,  or  rather  failed  to  deal,  with  the  problem 
of  nuisance  telephone  calls  by  suggesting  that  telemarketers  them- 
selves handle  requests  for  deletions  from  call  lists. 

The  National  Consumers  League,  using  the  old  fox  in  the  chicken 
coop  analogy,  argued  that  the  commission  was  betraying  consumers 
by  permitting  the  telemarketing  industry  to  establish  its  own  regu- 
lations for  handling  requests  for  deletions  from  call  lists. 

The  FCC,  however,  issued  regulations  which  authorized  each 
telemarketing  firm  to  keep  a  list  of  those  who  reported  they  did  not 
want  to  receive  calls  and  left  it  to  each  telemarketer  to  come  up 
with  a  procedure  for  ensuring  that  no  further  calls  were  made. 

A  recent  congressional  study  of  the  success  of  the  Telephone 
Consumer  Protection  Act  indicates  that  few,  if  any,  telemarketers 
are  taking  it  seriously.  It  is  the  FCC,  therefore,  which  must  shoul- 
der most  of  the  blame  for  the  continued  nuisance  of  unwanted  tele- 
phone calls. 

Several  provisions  of  this  1991  act  are  included  in  new  legislation 
covering  telemarketing  fraud  practices.  Section  3  of  Public  Law 
103-297  signed  by  President  Clinton  on  August  16  specifically 
charges  the  FTC  with  the  requirement  to  include  new  rules  regu- 
lating telephone  calls  which  the  reasonable  consumer  "would  con- 
sider coercive  or  abusive  of  such  consumer's  right  to  privacy. "  The 
Federal  Trade  Commission  is  also  authorized  to  regulate  trie  call- 
ing hours  of  all  telemarketers. 

We  anticipate,  Mr.  Chairman,  that  the  Federal  Trade  Commis- 
sion will  embrace  the  rulemaking  authority  which  the  Federal 
Communications  Commission  shirked  and  finally  put  into  place  a 
comprehensive  policy  which  aims  to  deny  deceptive,  abusive,  and 
fraudulent  promoters  the  free  use  of  the  phone. 

Public  Law  103-297,  the  Telemarketing  and-  Consumer  Fraud 
and  Abuse  Prevention  Act  of  1994,  acknowledges  for  the  first  time 
the  unique  role  played  by  the  telephone  in  deceptive  telemarketing 
practices.  Before  Congress  acted,  telemarketing  fraud  and  tele- 
phone-related fraud  were  lumped  into  a  general  category  of  decep- 
tive or  fraudulent  practices  known  as  white  collar  crime.  This  new 
act  elevates  telemarketing  fraud  to  a  unique  status  among  eco- 
nomic crimes  and  puts  the  executive  branch  on  notice  that  it  must 
deal  with  this  problem  decisively  and  correctly. 

As  this  regulatory  process  unfolds,  Mr.  Chairman,  we  will  be 
watching  to  make  sure  that  the  final  regulations  adopted  by  the 
Federal  Trade  Commission  incorporate  a  broad  definition  of 
telemarketing.  Telemarketing  per  se  is  no  longer  restricted  to  tele- 
phone sales.  While  the  telephone  is  normally  used  at  some  stage 
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in  the  transaction,  current  telemarketing  practices  involved  a  host 
of  new  "tele"  sales  techniques,  including  use  of  the  Internet,  home 
computers,  and  television.  In  the  near  future  we  expect  to  see 
interactive  video  sales. 

Therefore,  the  FTC  must  be  careful  not  to  restrict  its  rulemaking 
authority  to  sales  which  are  telephone-based  alone.  It  must  ac- 
knowledge that  "tele"  no  longer  means  telephone.  It  means  any  one 
of  a  number  of  media  available  to  the  legitimate  marketer  and,  by 
extension,  to  the  fraudulent  and  deceptive  promoter.  If  it  adopts  an 
overly  restrictive  definition  of  telemarketing,  it  will  provide  a  gi- 
gantic loophole  through  which  fraudulent  and  deceptive  promoters 
will  direct  their  sales. 

Second,  the  commission  must  take  full  advantages  of  the  author- 
ity granted  by  Congress  to  regulate  acts  or  practices  of  entities  or 
individuals  that  assist  or  facilitate  deceptive  telemarketing,  includ- 
ing credit  card  laundering.  What  I  believe  this  means,  Mr.  Chair- 
man, is  that  the  Congress  wants  the  FTC  to  expand  its  rulemaking 
authority  to  encompass  the  transaction  method  by  which  fraud  is 
carried  out. 

Today,  this  includes  not  only  credit  card  laundering,  but  also  di- 
rect debit  from  checking  accounts,  wire  transfer  of  funds,  use  of 
electronic  money  orders  charged  to  credit  card  accounts,  and  other 
ingenious  means  of  removing  money  from  victims'  pockets  and  get- 
ting it  quickly  into  the  hands  of  con  artists. 

Finally,  we  hope  this  legislation  which  grants  tough  new  regu- 
latory authority  for  the  Federal  Trade  Commission  will  not  be  ren- 
dered ineffective  bv  failure  to  assign  sufficient  staff  and  funding  to 
the  job  of  telemarketing  fraud  enforcement.  The  commission's  Bu- 
reau of  Consumer  Protection  has  several  divisions  which  oversee 
specific  market  and  trade  practices.  We  proposal  that  the  commis- 
sion incorporate  a  specific  entity  dealing  with  the  growing  menace 
of  consumer  and  small  business  fraud  within  the  bureau.  The  com- 
mission staff  does  an  excellent  job  with  the  meager  resources  cur- 
rently at  hand.  It  now  needs  to  have  adequate  resources  so  that  it 
can  curtail,  rather  than  just  control,  the  menace  of  consumer  fraud. 

The  Violent  Crime  and  Law  Enforcement  Act  of  1994  is  another 
major  new  weapon  in  the  fight  against  fraud.  One  of  the  major 
white  collar  crime  provisions  concerns  the  laundering  of  credit  card 
transactions.  The  practice  of  laundering  credit  card  transactions, 
which  I  have  described  at  some  length  in  my  written  testimony,  is 
a  clear  violation  of  merchant  agreements  with  banks,  but  has  not 
historically  been  considered  a  violation  of  law.  Under  the  new  act, 
it  is  a  Federal  crime.  Both  the  merchant  and  con  artist  appear  to 
be  in  violation. 

In  addition,  the  act  adds  private  document  carriers  to  the  provi- 
sions of  the  mail  fraud  statute.  Con  artists  have  been  careful  to  ask 
victims  to  send  their  money  via  private  carriers  such  as  Federal 
Express,  Airborne,  or  UPS  in  order  to  avoid  violation  of  the  mail 
fraud  statutes.  Now  it  is  a  violation  of  Federal  law  to  carry  out  a 
fraud  via  private  carrier,  as  well  as  the  U.S.  mail. 

All  sorts  of  new  automatic  debit  schemes,  Mr.  Chairman,  are  en- 
tering the  financial  services  market.  Today  individual  and  business 
checking  accounts  are  no  longer  a  secure  depository  of  funds,  and 
are  used  frequently  by  the  con  artist  to  complete  fraudulent  trans- 
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actions.  There  are  too  many  ways  for  con  artists  to  get  money  out 
of  accounts  without  the  prior  knowledge  or  permission  of  the  ac- 
count holder.  Many  banks  still  do  a  good  job  of  protecting  their  de- 
positors, but  others  do  not.  So,  much  paper  is  flowing  through  the 
system  and  so  many  electronic  pulses  are  coming  into  and  going 
out  of  their  accounting  systems  that  it  has  become  virtually  impos- 
sible to  safeguard  accounts  from  electronic  theft. 

Batch  processing  has  ended  the  era  of  the  personal  banker.  Many 
banks  are  aware  that  this  is  going  on,  do  very  little  to  stop  it,  and 
are  often  unwilling  to  protect  depositors.  It  is,  therefore,  becoming 
incumbent  upon  the  individual  depositor  to  prove  that  the  elec- 
tronic or  paper  debit  from  his  or  her  account  was  not  authorized. 
It  is  no  longer  necessary  to  prove  that  written  permission  was 
granted. 

The  National  Consumers  League,  Mr.  Chairman,  appreciates  the 
opportunity  to  testify  on  the  important  issue  of  telephone-related 
fraud,  particularly  as  it  applies  to  small  business.  Today's  hearings 
are  particularly  timely  as  new  legislation  and  new  sanctions  di- 
rected at  deceptive,  misleading,  and  fraudulent  practices  are  taking 

effect. 

I  have  discussed  in  my  written  testimony  several  ways  in  which 
the  committee  can  take  an  active  role  in  implementing  the 
Telemarketer  and  Consumer  Fraud  and  Abuse  Prevention  Act  and 
the  Violent  Crime  Control  and  Law  Enforcement  Act  of  1994. 

We  thank  the  Congress  for  enacting  this  legislation  and  we  ap- 
preciate your  interest  and  support.  We  thank  you  for  your  encour- 
agement and  pledge  our  support  in  working  with  the  Congress  and 
the  executive  branch  to  put  these  crimes  on  hold. 

Thank  you  very  much. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Barker. 

[Mr.  Barker's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness  is  a  resident  of  Tona- 
wanda,  where  I  happen  to  reside;  is  that  correct,  Mr.  Polino? 

Mr.  Polino.  It  sure  is. 

Chairman  LaFalce.  He  is  speaking  today  on  behalf  of  the  Coun- 
cil of  Better  Business  Bureaus  and  the  Better  Business  Bureau  of 
western  New  York,  in  particular.  Mr.  David  Polino. 

TESTIMONY  OF  DAVID  POLINO,  CHIEF  OPERATING  OFFICER, 
BETTER  BUSINESS  BUREAU 

Mr.  Polino.  Thank  you,  Mr.  Chairman.  At  this-  point  in  the  testi- 
mony, I  feel  like  I  am  really  carrying  coals  to  New  Castle,  so  I  will 
be  very  brief  and  give  you  a  perspective  that  is  probably  unique  to 
our  organization. 

Our  organization,  the  Better  Business  Bureau  of  western  New 
York  and  the  Council  of  Better  Business  Bureaus,  which  represents 
180  Better  Business  Bureaus  around  the  country,  is  really  an 
underutilized,  not  by  the  public,  but  underutilized  organization  by 
the  State  and  Federal  Government,  we  believe. 

Think  about  what  is  sitting  out  there.  Mr.  Barker's  organization 
has  done  great  work  in  this  area.  He  is  talking  about  receiving  200 
calls  a  day.  We  receive  about  100  calls  an  hour  at  the  Buffalo  Bet- 
ter Business  Bureau  alone.  There  are  180  Better  Business  Bu- 
reaus. 
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Chairman  LaFalce.  You  receive  100  in  Buffalo? 

Mr.  Polino.  An  hour,  give  or  take,  in  the  Buffalo  Better  Busi- 
ness Bureau. 

There  are  180  Better  Business  Bureaus.  In  addition  to  those  tens 
of  millions  of  calls  from  consumers,  every  one  of  which  who  is  mad 
at  something,  we  have  a  quarter  of  a  million,  approximately  a 
quarter  of  a  million  small  business  members  nationwide,  all  of 
whom  we  alert  to  scams  and  who  call  us  when  they  are  approached 
by  a  company  that  does  not  sound  right  or  an  offer  that  does  not 
sound  right.  So,  we  are  sitting  in  the  cat  bird  seat  nationally  for 
the  availability  of  data. 

On  this  particular  subject  of  telemarketing,  we  in  western  New 
York,  for  whatever  reason,  happen  to  be  a  hotbed.  There  is  a  well 
documented — in  the  Buffalo  News,  as  you  mentioned,  Buffalo-Las 
Vegas  organized  crime  connection.  We  also  have  our  close  proxim- 
ity to  Canada. 

Chairman  LaFalce.  I  really  first  became  aware  of  it  when  I  read 
Michael  Beebe  and  Dan  Herbeck's  award  winning  series. 

Mr.  Polino.  It  was  an  excellent  series. 

Chairman  LaFalce.  We  are  going  to  put  the  entirety  of  that  in 
the  record. 

[The  information  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  What  led  to  Buffalo  becoming  a 
telemarketing  capital  of  the  United  States  or  one  of  the  capitals? 

Mr.  Polino.  Well,  I  have  a  few  theories,  as  I  was  mentioning. 
Number  one  obviously  is  the  connection  between  Las  Vegas  and 
Buffalo. 

Chairman  LaFalce.  What  is  the  connection? 

Mr.  Polino.  There  is  a  strong  organized  crime  connection  be- 
tween people  who  live  and  work  in  Las  Vegas  and  in  Buffalo.  Same 
families,  same  organizations,  same  companies.  That  was  docu- 
mented in  the  series. 

There  are  a  couple  of  other  things,  too.  If  you  look  at  it,  western 
New  York  has  how  many  universities  and  colleges,  something  like 
50  or  55? 

Chairman  LaFalce.  A  lot. 

Mr.  Polino.  A  lot  of  them.  That  amount  of  universities  really 
creates  an  expectation  on  the  part  of  young  people  for  employment, 
and  in  our  economy,  in  western  New  York,  in  our  national  econ- 
omy, those  expectations  go  unfulfilled. 

One  thing  I  have  not  heard  is  discussion  about  who  these  callers 
really  are.  Not  the  owners  but  the  callers.  Listen  to  that  voice  talk- 
ing to  Anna  on  the  tape.  He  is  a  kid.  They  are  all  kids. 

I  have  two  teenagers.  I  cannot  tell  you  how  many  times  in  the 
last  24  months  friends  who  have  teenagers,  teenagers  themselves, 
my  children's  friends'  parents  have  called  me  and  said,  look,  my 
son  or  daughter  has  been  approached  to  work  at  such-and-such 
firm.  They  are  offering  this  kid  $25,000  a  year,  it  is  outrageous, 
part-time  work.  That  happens  time  and  time  and  time  again. 

They  are  focusing  on  young  people.  Young  people  have  a  less  de- 
veloped sense  of  ethics  than  older  people.  They  are  able  apparently 
to  be  persuaded  that  the  normal  course  of  business  in  the  United 
States  is  to  bilk  old  people  out  of  their  life  savings  and  they  do  not 
have  enough  experience  to  realize  it  is  not.  That  is  particularly 
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galling  to  me  and  to  the  people  I  work  with  because  we  see  it  time 
and  time  again. 

Chairman  LaFalce.  Do  we  find  most  of  these  young  people  are 
hired  on  a  commission  basis  so  what  they  get  depends  upon  how 
much  they  are  able  to  bilk  from  the 

Mr.  Polino.  Yes.  They  are  very  sophisticated  on  commission 
structures  and  on  salaries. 

There  was  one  20-year-old  who  was  quoted  when  he  pled  guilty, 
the  Buffalo— recently  pled  guilty  to  telemarketing  fraud— reported 
he  is  able  to  make  $30,000  a  year,  was  wined  and  dined  by  com- 
pany managers,  picked  up  in  limousines  and  taken  to  sporting 
events,  on  and  on  and  on.  That  is  the  kind  of  money  associated 
with  drugs.  That  is  big  money.  The  people  who  are  making  these 
calls  are,  by  and  large,  very  young. 

That  ought  to  be  a  consideration  somewhere  along  the  line,  it 
seems  to  us.  I  am  not  going  to  go  into  all  of  the  things  that  were 
gone  into  by  every  other  speaker.  We  are  well  aware  of  the  paper 
pirates,  the  copy  machine  scams  that  affect  small  business,  on  and 
on.  They  have  been  around  forever. 

Some  figures.  The  paper  pirates.  Since  1990,  complaints  to  the 
Better  Business  Bureau  system  has  risen  6,000  percent.  Six  thou- 
sand percent.  In  the  advertising  specialties,  imprinted  pens,  desk 
calendars,  and  whatnot,  complaints  to  bureaus  on  these  vendors  al- 
most doubled.  ,        . 

The  "telefunding,"  which  is  the  telemarketing  of  bogus  charities 
and  whatnot,  that  I  go  into  some  detail  in  my  written  remarks, 
have  really  been  pronounced  in  the  Southeastern  and  Midwest 
markets  in  the  last  year  in  the  Better  Business  Bureau. 

Now,  we  have  heard  something  about— the  tape  we  heard  was  a 
recovery  room.  That  is  somebody  who  is  purporting  to  recover 
money.  We  find  in  western  New  York  the  calls  that  are  coming  to 
us  are  now  almost  50  percent  recovery  room  calls.  That  is  an  ut- 
terly cynical  fraud,  as  you  all  heard.  Bilking  people  three,  four,  or 
five  times. 

By  the  way,  I  heard  people  shaking  their  heads  and  I  heard  com- 
ments in  the  audience. 

Chairman  LaFalce.  We  ought  to  triple  the  penalties  for  recovery 

room  frauds. 

Mr.  Polino.  Yes. 

I  heard  comments  in  the  audience,  how  could  they  fall  tor  tnat^ 
Your  first  instinct  is  to  say  that,  how  can  someone  be  that  stupid? 
But  when  you  are  on  the  telephone  with  these  people  daily  and  you 
hear  that  they  are  75,  80,  and  85-years-old,  confused,  honest,  trust- 
ing people,  or  you  hear  from  their  children  daily,  their  children 
who  are  in  their  50's  and  60's  saying,  I  am  going  through  my  dad's 
accounts  and  there  is  $40,000  missing  and  he  is  not  sure  why  he 
sent  it  in  and  on  and  on  and  on.  It  is  one  of  the  few  areas  where 
hard  boiled  professionals  in  the  bureau  system,  if  you  will,  who  lis- 
ten to  scams  daily  for  years  and  years  are  beginning  to  stand  up 
and  throw  down  their  pens  and  say,  look,  when  is  someone  going 
to  do  something  about  this.  I  am  happy  to  know  that  other  people 
on  the  panel  are  finally  beginning  to  do  something. 

The  sweepstakes  promotion  we  have  identified  is  the  key  to  the 
influx  in  the  last  few  years  in  these,  all  of  these  scams.  As  has 
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been  mentioned,  aimed  at  the  elderly  and  our  Better  Business  Bu- 
reau in  western  New  York  alone,  the  average  amount  lost  to 
sweepstakes  promotions  is  $2,000.  Many  of  our  complaints  exceed 
$10,000  and  several  over  $100,000.  That  is  just  one  Better  Busi- 
ness Bureau.  One  location.  It  is  out  of  control. 

There  are  other,  less  obvious,  ways  that  businesses  get  taken  ad- 
vantage of.  Credit  card  laundering,  which  has  been  mentioned.  One 
western  New  York-based  bank  lost  $5  million  when  a  small,  Roch- 
ester-based travel  company  allowed  telemarketers  from  across  the 
country  to  used  its  credit  card  accounts  for  about  a  6-month  period. 
That  is  $5  million  in  a  6-month  period.  When  consumers  received 
the  overpriced  goods  and  cheap  prizes  or  did  not  receive  anything 
at  all,  they  canceled  their  credit  card  charges,  and  the  bank  lost 
$5  million. 

Here  is  a  new  wrinkle. 

Chairman  LaFalce.  I  think  our  credit  card  companies  are  be- 
coming much  more  diligent  about  who  they  allow  to  be  the  recipi- 
ent of  credit  card  receipts. 

Mr.  Polino.  They  are  much  more  aware  of  the  schemes.  That  is 
why  there  are  these  factors  who  are  out  there  and  the  people  using 
merchant  accounts. 

It  sounds  like  it  is  a  great  deal  when  you  are  the  small  business 
owner.  An  influx  of  $100,000  is  going  to  save  my  business.  But  the 
telemarketers  are  gone  in  6  months.  They  are  out  of  business  and 
opened  up  somewhere  else  in  the  country. 

Here  is  one  that  is  very  recent.  We  are  talking  about  in  the  last 
few  days  and  we  have  seen  a  lot  of  them  and  this  takes  chutzpa. 
Telemarketers  do  not  have  a  good  reputation  so  they  have  no  rep- 
utation to  lose  so  they  borrow  other  people's  reputation. 

Here  is  what  is  happening.  We  have  complaints  now  that  promi- 
nent attorneys  are  discovering  that  their  names  are  being  used  by 
telemarketers  to  lure  victims  across  the  country  into  wiring  money 
to  them.  Here  is  how  it  works.  The  telemarketer  posing  as  an  at- 
torney from  a  major  law  firm  calls  a  consumer  and  claims  to  have 
successfully  recovered — this  is  a  twist  on  a  recovery  firm — the  con- 
sumers money  through  a  class  action  lawsuit.  In  order  to  claim  the 
money,  the  victim  is  told  he  or  she  must  wire  the  attorney  several 
hundred  dollars  in  fees  and  court  costs. 

Now,  the  victim  very  often  tries  to  check  this  out  so  they  call  the 
local  bar  association,  for  example.  Now,  since  this  is  a  real  attorney 
and  a  real  law  firm,  it  checks  out  so  they  wire  the  money  and,  of 
course,  the  money  ends  up  going  to  the  telemarketer. 

The  reputable  law  firms  and  those  attorneys  should  be  consid- 
ered as  part  of  the  small  business  community  that  is  being 
scammed  through  these  telemarketers. 

We  always  want  to  mention,  by  the  way,  that  one  of  the  least  ap- 
preciated small  business  and  business  in  general  victims  are  the  le- 
gitimate people  who  telemarket.  The  better  business  telemarkets, 
we  sell  memberships  on  the  telephone.  It  is  getting  increasingly 
hard  to  get  people  to  believe  you  are  who  you  say  you  are.  So,  there 
is  still  millions  and  millions  and  billions  of  dollars  in  commerce 
done  in  the  country  over  the  telephone,  legitimate  commerce  that 
is  in  jeopardy  because  of  people's  wariness  of  these  scams. 
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I  want  to  talk  a  little  bit  about  what  does  seem  to  be  working. 
For  a  moment  let  me  talk  about  Operation  Disconnect. 

Operation  Disconnect  clearly  was  a  success.  It  was  a  winner. 
Prosecutions,  jail  time,  and  whatnot.  But  something  happened  that 
is  really  surprising  right  after  Operation  Disconnect.  In  a  half  dec- 
ade period  between  1986  and  1991,  the  Better  Business  Bureau  in 
western  New  York  opened  files  on  four  telemarketing  companies, 
four,  that  is  in  5  years.  Then  the  increases  began.  During  1992,  we 
opened  files  on  25  new  companies.  From  January  1  through  March 
3  of  1993,  we  opened  files  on  14  more.  Then  came  Operation  Dis- 
connect and  we  all  figured,  well,  now  they  are  out  of  business. 

Look  what  happened.  For  about  3  weeks  it  did  happen,  our  in- 
quiries and  complaints  took  a  nosedive.  The  next  day  they  start  to 
go  down.  We  can  measure  the  numbers  of  inquiries  nationally  and 
locally  hourly  by  the  way  in  the  bureau  system. 

Then  they  returned  and  they  returned  with  a  vengeance.  From 
March  5  through  July  27  of  1993,  just  our  bureau  opened  up  files 
on 


Chairman  LaFalce.  From  March  5  to  when? 

Mr.  Polino.  July  27  of  1993  our  bureau  opened  files,  opened  38 
new  telemarketing  companies  in  western  New  York  alone.  From 
July  27  through  December  31,  the  end  of  the  year,  we  opened  files 
on  53  more  companies  in  western  New  York.  This  is  immediately 
following  Operation  Disconnect. 

Chairman  LaFalce.  Following  Operation  Disconnect,  following 
this  major  series  of  articles  in  the  newspaper. 

Mr.  Polino.  Yes.  At  one  point  the  Buffalo  Better  Business  Bu- 
reau was  opening  a  new  company  file  on  a  telemarketer  every  48 
hours.  That  is  how  many  there  were. 

What  had  happened?  Well,  the  large  telemarketing  firms,  the 
huge  ones,  that  employed  hundreds  of  people  were  put  out  of  busi- 
ness. They  were  gone.  What  happened  was  that  this 

Chairman  LaFalce.  These  are  illegitimate  ones  you  are  talking 
about. 

Mr.  Polino.  Oh,  yes,  the  once  targeted  by  Operation  Disconnect. 

One  of  the  problems,  as  has  been  said,  this  is  such  a  portable  in- 
dustry. I  have  a  home  computer  with  a  CD-ROM  and  I  have  two 
disks  that  include  every  telephone  number  in  the  United  States,  it 
is  in  a  directory,  residential  telephone  number.  If  I  can  get  it,  any- 
body can  get  it.  All  you  need  is 

Chairman  LaFalce.  You  have  two  disks? 

Mr.  Polino.  Yes. 

Chairman  LaFalce.  They  go  into  your  portable- 


Mr.  Polino.  My  computer  at  home  and  they  offer  me  instant  ac- 
cess to  every  telephone  number  in  the  United  States  which  is  in 
a  directory.  I  bought  that  for  about  $400.  If  I  can  buy  it,  anybody 
can  buy  it,  and  so  can  the  employees  of  these  companies  and  that 
is  what  happened. 

It  was  like  hitting  quicksilver  with  a  hammer.  Where  we  had  1 
telemarketing  firm,  8,  10,  15,  to  18  sprung  up  and  they  were  being 
run  by  the  young  employees  who  were  trained  in  the  large  firms 
that  Operation  Disconnect 

Chairman  LaFalce.  Real  entrepreneurialism. 
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Mr.  Polino.  If  these  people  put  their  efforts  into  real  business, 
they  would  all  be  millionaires  anyway. 

What  does  seem  to  be  working  is  this:  As  part  of  the  early  warn- 
ing systems  we  are  talking  about,  the  Better  Business  Bureau 
works  very  closely  with  the  Canadian  Better  Business  Bureaus  to 
try  to  give  quick,  reliable  information  to  law  enforcement  agencies 
and  whatnot.  The  task  force  really  does  seem  to  be  working. 

Finally,  the  kind  of  gloves  off  sentencing  being  done  by  Federal 
judges,  and  the  attendant  publicity  seems  to  work. 

Here  is  a  real  earmark.  This  is  interesting.  This  is  an  ad  from 
a  Buffalo  news  not  too  long  ago  to  tell  you  what  effect  this  publicity 
has  had. 

"Attention  telemarketers."  This  is  one  of  our  favorite  firms  re- 
cruiting. "Attention  telemarketers,"  the  ad  begins.  "If  you  are  not 
working  for  me,  shame  on  you.  Because  my  expertise  and  experi- 
ence will  keep  you  from  going  to  jail." 

That  is  what  it  says  in  the  ad.  There  is  so  much  attendant  pub- 
licity to  these  prosecutions  that  that  is  what  they  are  having  to  re- 
vert to. 

I  don't  want  to  beat  a  dead  horse  here.  Let  me  just  say  that 
today  in  Florida  the  Better  Business  Bureau  executives  are  at  our 
annual  meeting.  All  of  my  compatriots.  One  of  the  hot  items  on  the 
agenda  is  a  centralized  database  for  us.  We  already  have  one  but 
it  is  not  large  enough  and  it  will  be  within  the  next  year  or  so. 
What  we  want  to  do  is  make  sure  that  that  data,  which  is  unique 
to  the  Better  Business  Bureau  system  is  also  readily  available  to 
State  and  Federal  Government  and  law  enforcement  agencies  be- 
cause it  is  an  unique  source  of  information  in  the  country. 

Thank  you  for  your  time. 

Chairman  LaFalce.  Well,  thank  you  very  much.  Mr.  Polino. 

[Mr.  Polino's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  I  would  like  to  try  to  arrange  a  mutually 
convenient  time  when  I  can  come  on  over  to  the  Better  Business 
Bureau  and  talk  with  you  and  others  there. 

What  is  your  jurisdiction  in?  Is  it  just  Buffalo?  Do  you  cover 
Rochester? 

Mr.  Polino.  The  8th  judicial,  eight  counties  of  western  New  York 
and  the  capital  district. 

Chairman  LaFalce.  So  when  you  say  Buffalo,  you  are  talking 
the  Buffalo  area  and  that  would  include  Rochester,  et  cetera? 

Mr.  Polino.  Everything  but  Syracuse.  There  is  a  Syracuse  Better 
Business  Bureau.  We  work  together  with  them. 

Chairman  LaFalce.  The  8th  Judicial  District  does  not  include 
Rochester,  so  you  go  beyond. 

Mr.  Polino.  We  skip  over  that  and  go  over  to  Albany,  Troy, 
Schenectady  area. 

Chairman  LaFalce.  I  see.  Very  good. 

Our  final  witness  and  perhaps  representing  the  group  that  has 
been  most  victimized  is  Mr.  Richard  Barton,  the  senior  vice  presi- 
dent of  Government  Affairs  of  the  legitimate  Direct  Marketing  As- 
sociation. Legitimate  telemarketers.  I  think  a  good  starting  point 
is  if  they  belong  to  your  association  there  is  a  high  degree  of  prob- 
ability, 99,  99  one-hundredths  percent  that  they  are  not  the  type 
of  scam  artists  that  have  been  spoken  of  here  this  morning. 
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Mr.  Barton.  If  they  are,  they  do  not  stay  members  very  long. 
Chairman  LaFalce.  Very  good.  Mr.  Barton. 

TESTIMONY  OF  RICHARD  BARTON,  SENIOR  VICE  PRESIDENT, 
DffiECT  MARKETING  ASSOCIATION,  INC. 

Mr.  Barton.  Thank  you,  Mr.  Chairman.  It  is  a  real  pleasure  to 
be  here  today. 

Just  to  add  to  what  you  were  saying  about  our  being  the  victims 
of  telemarketing  fraud,  we  are  victims  in  two  different  ways.  First, 
some  of  our  companies  are  victims  who  get  defrauded;  ana  also  be- 
cause the  industry,  the  legitimate  telemarketing  industry,  is  vic- 
timized generally  in  more  ways  than  you  can  count  by  fraudulent 
operators.  This  is  one  of  the  reasons  why  the  Direct  Marketing  As- 
sociation has,  I  think,  actively  and  very  aggressively  tried  to  join 
with  the  people  at  this  table  and  with  many  others  in  fighting 
fraud  by  the  use  of  the  telephone. 

I  do  not  think  I  need  to  underline  here,  but  I  think  I  will  since 
we  have  had  this  whole  stream  of  bad  news  about  fraudulent 
telemarketers,  that,  actually,  telemarketing  in  its  many  forms  is  a 
very  legitimate  form  of  business  and  is,  as  a  matter  of  fact,  a  huge 
part  of  the  American  economy  today.  This  is  one  of  the  reasons 
that  the  fraudulent  operators  are  finding  so  much  success,  because 
there  is  a  lot  of  success  in  raising  funds  and  selling  goods  and  prod- 
ucts by  the  telephone.  The  estimates  run  into  the  hundreds  of  bil- 
lions of  dollars. 

As  a  matter  of  fact,  I  would  suggest  everybody  on  this  sub- 
committee is  right  now  aggressively  using  telemarketing  in  your 
own  districts  because  it  has  become  an  effective  way  to  campaign 
and  to  raise  money. 

Telemarketing  is  also  a  very  big  value  to  small  business,  is 
geared  to  small  businesses  and  local  communities  because  it  is  an 
effective  way  to  reach  their  customers  to  tell  them  about  sales,  to 
tell  them  about  products.  Telemarketing  is  not  just  a  huge  business 
where  the  big  Fortune  500  companies,  all  of  which  use 
telemarketing  one  way  or  the  other,  benefit,  but  also  your  small 
stores,  hardware  stores,  local  pharmacies  use  local  telemarketing 
in  order  to  get  their  word  out. 

I  also  emphasize  that  we  use  the  word  "telemarketing"  not  only 
to  refer  to  outbound  telemarketing,  which  is  where  the  fraudulent 
operators  really  best  operate,  but  also  inbound  telemarketing,  in 
which  you  call  L.L.  Bean  and  order  your  products.  This  is  also  very 
effective  telemarketing. 

Small  businesses  and  all  of  our  telemarketers  are  victims.  One, 
they  are  victims  because  they  are  being  taken  advantage  of  and 
they  fall,  for  one  reason  or  another,  for  the  scams;  but,  also,  I  can- 
not describe  to  you  how  victimized  the  regular  telemarketing  indus- 
try feels  by  these  frauds.  It  is  not  as  if  you  are  in  a  retail  store 
business.  If  somebody  defrauds  you  when  you  are  buying  some- 
thing in  a  store,  you  do  not  say,  I  am  not  ever  going  to  go  into  an- 
other store  again.  But  if  somebody  defrauds  you  over  the  telephone 
or  by  the  mail,  you  more  likely  than  not  will  say,  I  am  never  going 
to  buy  anything  over  the  telephone  again.  I  am  never  going  to  trust 
that  instrument  again. 


23 

So,  we  feel  that  the  work  that  the  members  of  this  panel  and 
others  are  doing  in  order  to  fight  and  combat  telemarketing  fraud 
helps  build  trust  in  the  legitimate  parts  of  the  industry,  which  we 
think  is  important. 

The  Direct  Marketing  Association  represents  around  3,000  com- 
panies, many  of  which  are  either  directly  or  indirectly  related  to 
telemarketing.  We  have  worked  with  the  Federal  Trade  Commis- 
sion, the  National  Association  of  Attorneys  General,  with  the  U.  S. 
Office  of  Consumer  Affairs,  the  Better  Business  Bureaus — in  fact, 
our  president,  Jonah  Gitlitz,  served  as  a  member  of  the  board  of 
the  Council  of  Better  Business  Bureaus  for  many  years. 

One  thing  not  mentioned  in  previous  testimony,  but  ought  to  be 
mentioned,  is  the  Postal  Inspection  Service.  It  may  sound  a  little 
odd  that  they  are  involved  in  telemarketing  fraud,  but  as  a  matter 
of  fact  they  are  a  major  agency  working  in  that  area.  We  partici- 
pate in  the  FTC  telemarketing  fraud  database,  and  we  were  also 
a  founding  member  of  the  NCL's  alliance  against  fraud  in 
telemarketing. 

We  have  generally,  with  some  modest  exceptions,  but  they  have 
usually  been  technical  exceptions,  supported  legislation  and  regula- 
tion to  combat  fraud  by  telephone  as  well  as  mail  fraud,  too.  For 
example,  we  supported  the  recently  passed  Telemarketing  and 
Consumer  Fraud  Act,  and  we  will  be  working,  starting  today,  with 
the  Federal  Trade  Commission  in  developing  regulations  under 
that  act  to  define  fraudulent  activities  and  abusive  activities  in 
order  to  strengthen  regulations  against  them,  and  we  think  that  is 
a  good  thing  to  do. 

Another  thing  that  legislation  does,  which  we  ultimately  sup- 
ported, too,  was  to  give  State  Attorneys  General  greater  authority 
under  Federal  fraud  laws  to  bring  a  suit  in  district  courts  around 
the  country,  rather  than  limit  it  to  their  own  States,  to  allow 
States  to  act  more  quickly  to  combat  telemarketing  fraud. 

Because  as  Mr.  Polino  said,  these  fraudulent  operators  are  very 
portable,  and  we  think  it  is  good  to  give,  under  the  general  guid- 
ance, I  hope,  of  the  Federal  Trade  Commission,  many  of  the  States 
Attorneys  General  the  ability  to  be  more  aggressive  on  a  nation- 
wide level. 

We  also  believe  that  consumer  education,  along  with  the  Na- 
tional Consumers  League  and  others,  is  very,  very  important,  and 
we  as  an  industry  have  committed  ourselves  to  consumer  edu- 
cation. We  have  published,  we  think  it  was  the  first  pamphlet  on 
telephone  shopping,  to  show  people,  among  other  things,  how  to 
avoid  scams  in  telemarketing.  We  have  updated  that  pamphlet.  It 
is  included  in  our  testimony  and  we  now  publish  it  in  six  different 
languages,  because  telemarketing  fraud  is  just  obviously  not  just 
done  in  English. 

We  have  put  out  regular  action  line  reports  to  action  line  and 
consumer  editors  throughout  the  country,  in  reporting  on  not  only 
telemarketing  scams  but  even  unethical  activities,  which  may  not 
break  the  law  but  which,  according  to  our  codes  of  ethical  business 
practices,  should  not  be  done  by  telemarketers. 

Finally,  we  do  not  have  one  ethics  committee,  we  have  two  ethics 
committees.  We  have  one  committee  that  is  charged  with  the  re- 
sponsibility of  developing  ethical  guidelines  for  the  direct  market- 
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ing  in  the  telemarketing  industry  and  for  being  sure  that  those  eth- 
ical guidelines  are  kept  up  to  date;  then  we  have  another  ethics 
committee,  which  to  the  extent  under  antitrust  laws  we  can  enforce 
them,  enforce  those  ethical  guidelines,  conduct  and  apply  peer  pres- 
sure on  organizations  to  try  to  stop  mostly  misrepresentation. 
Fraudulent  activities  which  we  uncover  by  doing  this,  we  then  turn 
over  to  the  law  enforcement  agencies  that  are  working  on  it. 

So,  we  want  to  work  with  you.  We  want  to  work  with  any  regu- 
latory or  legislative  body  to  do  what  we  can  to  aggressively  stop 
telemarketing  fraud  because  it  is  of  great  concern  to  legitimate 
telemarketers  and  we  appreciate  the  opportunity  to  discuss  this 
with  you  today. 

Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Well,  I  thank  you  very  much,  Mr.  Barton. 

[Mr.  Barton's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Before  I  ask  my  questions,  Mr.  Hilliard  has 
been  with  us  for  quite  a  time;  I  wonder  if  he  has  any  questions  he 
wishes  to  ask. 

Mr.  Hilliard.  I  have  no  questions,  Mr.  Chairman.  Thank  you 
very  much. 

Chairman  LaFalce.  Let  me  ask  you,  gentlemen,  if  you  had  your 
wish  list  of  things  that  could  be  done  or  should  be  done  by  any  or- 
ganization, level  of  government,  et  cetera,  what  should  the  Con- 
gress do,  what  should  the  FTC  do,  what  should  the  FBI  do,  what 
should  the  Department  of  Justice  do,  what  should  the  States  Attor- 
neys General  do,  what  should  the  Governors  do,  what  should  the 
State  legislatures  do,  what  should  international  organizations  do, 
what  should  business  organizations  do,  whatever  it  might  be?  What 
would  be  your  agenda  for  action?  Anybody  want  to  comment  on 
that? 

Mr.  Barton.  I  will  throw  the  softball  to  the  panel  here,  if  you 
want  me  to  start.  If  I  can  start. 

I  am  sure  that  there  are  new  laws  and  regulations  probably  to 
be  put  on  the  books  that  might  strengthen  the  hands  of  the  regu- 
lators. 

Chairman  LaFalce.  Well,  let  us  just  not  talk.  We  have  passed 
some  new  legislation  in  the  Congress  right  now. 

Mr.  Barton.  Yes. 

Chairman  LaFalce.  Have  we  closed  the  loopholes  once  those  reg- 
ulations are  promulgated?  Are  there  still  loopholes  that  need  clos- 
ing? Are  we  adequately  dealing  with  the  interstate  nature  of  the 
problem?  Are  we  adequately  dealing  with  the  international  nature 
of  the  problem  through  our  legislation,  through  our  implementation 
of  that  legislation,  et  cetera?  In  some  instances,  because  it  has  been 
recently  passed,  is  it  too  early  to  tell? 

Mr.  Barton.  I  believe  that  our  problem  primarily  now  is  a  prob- 
lem of  resources.  Particularly  on  State  levels  but  I  think  on  the 
Federal  level,  too,  it  appears  to  me  we  have  pretty  much  the  legal 
structure  in  place  to  stop  it;  it  is  just  a  matter  of  providing  the 
money  and  the  personnel  to  do  it.  I  think  that  we  need  to  throw 
a  lot  more  resources  at  this  within  the  framework  that  we  have 
now. 

Chairman  LaFalce.  Mr.  Barker. 
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Mr.  Barker.  Mr.  Chairman,  one  of  the  problems  historically  with 
this  kind  of  fraud  has  been  the  fact  that  when  you  put  them  down 
in  one  place,  when  you  pass  legislation  placing  restrictions  on  their 
ability  to  operate,  you  find  them  cropping  up  someplace  else.  I  al- 
ways like  to  describe  them  as  an  army  of  fire  ants — you  put  them 
down  one  place  and  as  soon  as  you  have,  they  crop  up  someplace 
else. 

The  legislation  which  Congress  has  recently  enacted  is  going  to 
put  some  very  serious  curbs  on  the  fraudulent  telemarketer,  in  par- 
ticular provisions  which  limit  the  types  of  transactions  that  they 
are  able  to  complete,  the  very  widespread  use  of  private  carriers  to 
transport  funds  in  pursuit  of  the  fraud  is  now  denied  to  them,  and 
also  the  very  serious  problems  which  will  result  from  the  ability  of 
State  Attorneys  General  to  be  able  to  go  into  Federal  Court  and 
seek  injunctive  relief  against  telemarketers  operating  from  out  of 
State  and  going  into  their  States. 

I  think  what  we  are  going  to  see,  and  I  think  there  is  some  indi- 
cations that  this  is  already  taking  place,  is  the  tendency  of  con  art- 
ists to  move  abroad.  It  is  fairly  simple  to  do  so.  We  have  seen  al- 
ready some  cases  where  they  have  moved  across  the  border  from 
the  United  States  into  Ontario.  We  are  going  to  see  some  offshore 
movement  of  boiler  rooms. 

Our  Federal  officials  at  this  point  are  not  equipped  to  handle  the 
very  serious  problems  that  will  result  when  fraud  goes  inter- 
national. These  guys  can  go  abroad  and  operate  just  as  if  they  were 
in  the  United  States. 

I  was  present  at  a  hearing  approximately  1  year  ago  when  the 
Federal  official  who  was  responsible  for  extradition  agreements 
with  other  countries  could  not  tell  what  countries  we  did  have  ex- 
tradition agreements  with  and  which  we  did  not,  the  nature  of  our 
law  enforcement  procedures  vis-a-vis  Mexico  and  how  NAFTA 
might  change  this. 

So,  one  of  the  things  that  we  are  going  to  have  to  do  is  begin  to 
equip  the  Federal  Government  with  the  wherewithal  to  handle  the 
new  international  nature  of  fraud. 

Chairman  LaFalce.  This  is  especially  interesting  to  me  because 
of  my  district's  proximity  to  the  Canadian  border.  Who  was  it  who 
testified  that  there  was  a  Mexican  telemarketing  operation  that 
was  using  Canada  or  a  Canadian  operation  as  an  intermediate  in 
order  to  bring  laundered  money  down  to  Texas  or  the  Southwest. 

Mr.  Esposito.  United  States. 

Chairman  LaFalce.  United  States  in  any  event.  Was  that  you, 
Mr.  Esposito? 

Mr.  Esposito.  Yes,  let  me  comment  on  that.  We  have  mutual 
legal  assistance  treaties  with  both  Canada  and  Mexico.  We  work 
very  closely  with  the  Canadian  authorities.  I  know  when  I  was  in 
San  Diego  we  started  initiatives  with  the  Mexican  authorities. 

In  this  particular  operation,  we  are  working  both  with  the  Cana- 
dian authorities  and  Mexican  authorities  on  it.  So,  I  do  not  see  it 
being  that  big  of  a  problem  in  those  two  countries. 

One  of  the  approaches — I  think  somebody  mentioned  that 
telemarketing,  when  you  stop  it  one  place,  it  pops  up  another,  and 
that  was  the  other  framework  of  disconnect,  which  we,  by  the  way, 
have  not  stopped  our  telemarketing  investigations.  It  was  a  na- 
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tional  approach  and  we  expect  to  expand  upon  that,  along  with  the 
various  State  Attorneys  General  offices  and  other  agencies.  So,  I 
think  that  will  help  the  problem. 

One  of  the  things  that  helps  the  problem  also  is  having  hearings 
like  this  and  other  hearings,  and  the  newspaper  articles  you  men- 
tioned. I  think  that  is  why  maybe  the  numbers  in  Buffalo  that  the 
Chamber  of  Commerce  is  receiving  has  gone  up,  because  there  is 
a  lot  more  people  aware.  This  was  a  very  highly  unreported  crime 
not  too  long  ago.  More  and  more  people  are  being  aware  they  are 
not  the  only  ones  being  taken  so  they  are  having  less  reticence 
about  complaining. 

What  we  tried  to  do  is  take  out  the  big  operations,  and  the  small- 
er operations,  now  we  are  seeing  a  lot  more  of  them.  We  call  them 
rip  and  tear  operations,  which  basically  they  set  up  in  an  apart- 
ment house  or  wherever,  and  they  are  only  in  business  30  or  45 
days  and  they  move  on. 

Which  brings  up  another  point.  Somebody  asked,  why  Buffalo? 
Usually  what  happens,  if  you  have  a  large  number  of  boiler  rooms 
operating  in  your  territory,  a  typical  boiler  room  does  not  commit 
an  offense  or  call  people  where  they  have  their  boiler  room.  They 
usually  call  out  of  State  because  they  do  not  want  to  attract  atten- 
tion. But  usually,  when  there  is  a  boiler  room  set  up,  it  is  because 
they  know  maybe  there  is  inaction  by  local  law  enforcement. 

Now,  that  has  changed  in  Buffalo,  and  I  think  a  lot  of  that  credit 
belongs  to  your  new  U.S.  Attorney  there,  Pat  NeMover,  who  has 
taken  a  very  aggressive  approach  in  Buffalo  and  has  nelped  estab- 
lish his  task  force.  So,  I  think  that  has  helped. 

Let  me  just  mention  one  other  thing.  Somebody  mentioned  teen- 
agers, and  maybe  that  is  something 

Chairman  LaFalce.  Was  the  office  relatively  inactive  before 
that? 

Mr.  Esposito.  Yes. 

Chairman  LaFalce.  It  was. 

Mr.  Esposito.  Yes.  As  was  the  bureau's  response,  too.  It  was 
pretty  inactive  before  Disconnect.  Our  approach  at  best  was  piece- 
meal in  the  FBI.  I  think  Disconnect,  we  have  seen  that  in  order 
to  attack  this  problem  you  have  to  attack  it  on  a  national  basis, 
and  now  we  are  trying  to  identify  those  areas  of  the  country  which 
really  have  a  big  role. 

The  mecca  for  boiler  rooms  in  the  past  was  Las  Vegas.  In  the 
late  1980's,  the  FBI  and  other  agencies  took  a  strong  stand  in  Las 
Vegas  and  drove  a  lot  of  them  away. 

Chairman  LaFalce.  Is  there  any  connection  between  legalized 
gambling  and  the  individuals  running  it  and  illegal  telemarketing? 

Mr.  Esposito.  Well,  I  think  there  is  a  free  and  easy  life-style, 
people  who  live  in  Las  Vegas  and  frequent  the  casinos,  and  what 
happens  is  people  know  that  if  you  get  involved  in  illegal 
telemarketing  it  is  a  quick  way  to  get  money  and  then  you  can 
enjoy  going  to  the  casinos.  There  is  a  lot  of  money  to  be  made  in 
illegal  telemarketing.  As  I  said,  we  looked  at  four  operations 

Chairman  LaFalce.  Last  week  I  had  a  hearing  on  gambling,  and 
it  became  quite  clear  to  me  that  there  are  tremendous  effects  from 
this  proliferation  of  gambling  that  we  have  not  yet  begun  to  con- 
sider or  study  in  the  United  States.  The  proliferation  of  gambling 
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over  the  past  20  years  has  been  phenomenal  in  its  growth.  We  had 
one  State  in  the  Union  20  years  ago  that  had  legalized  gambling 
and  today  there  are  30  some,  within  a  relatively  short  period  of 
time. 

You  don't  have  to  fly  to  Las  Vegas.  You  can  get  in  a  car  and 
within  2  to  4  hours  drive  anyplace  in  America  to  a  site  where  there 
is  legalized  gambling,  and  there  are  consequences  of  that,  and  a 
good  amount  of  those  consequences  are  not  too  pleasant:  Compul- 
sive gambling,  tremendous  use  of  whatever  discretionary  money 
that  you  might  have  on  gambling  as  opposed  to  going  to  an  inde- 
pendent restaurant  or  buying  clothes  for  your  kids  or  whatever  it 
is.  We  have  a  hodgepodge — we  have  some  legislation  now  with  re- 
spect to  Indian  gambling.  We  have  almost  said  to  the  States,  if  the 
Indians  want  to  gamble,  you  have  to  let  them  gamble,  at  least 
under  the  court's  decision. 

That  puts  competitive  pressure  on  the  States  to  create  gambling. 
When  one  State  permits  gambling,  it  puts  competitive  pressure  on 
other  States  to  permit  gambling.  If  there  is  gambling  in  Windsor, 
Ontario,  that  puts  pressure  on  Detroit  to  have  gambling.  If  there 
is  a  prospect  of  gambling  in  Niagara  Falls  or  Toronto,  that  puts 
pressure  on  western  New  York  to  have  gambling.  All  of  a  sudden 
you  have  gambling  going  on  in  every  place  in  America  with  all  the 
attendant  socioeconomic  consequences  that  have  not  been  consid- 
ered, and  we  have  an  absence  of  a  national  policy  on  that. 

I  intend  to  be  working  closely  with  the  FBI  on  that  issue  in  the 
future  also,  Mr.  Esposito.  I  must  say,  I  have  received  an  awful  lot 
of  phone  calls  and  communications  because  I  have  annoyed  an 
awful  lot  of  people.  It  is  amazing  how  many  people  do  not  like  the 
fact  that  I  have  had  a  hearing  a  week  ago  and  have  been  talking 
about  developing  a  national  policy.  But  sometimes  the  more  en- 
emies you  make 

Mr.  Esposito.  Well,  we  would  be  glad  to  work  with  you  on  that. 

Chairman  LaFalce.  We  will  work  closely  with  the  FBI. 

Mr.  Esposito.  Mr.  Chairman,  we  had  a  case  in  San  Diego  where 
an  organized  crime  family  in  Chicago  tried  to  take  over  gambling 
on  an  Indian  reservation,  and  we  convicted  the  hierarchy  of  the 
Chicago  family  of  the  La  Cosa  Nostra. 

But  getting  back  to  telemarketing.  Our  experience  has  shown 
that  if  there  are  young  people  hired  in  these  telemarketing  rooms, 
they  usually  are  put  on  an  hourly  wage  and  they  usually  just  make 
the  initial  call.  But  the  people  who  are  really  making  the  pitches 
for  the  money,  we  feel,  our  experience  has  shown,  these  people  are 
usually  drug  or  gambling  or  have  some  kind  of  addiction  and  they 
are  unscrupulous,  of  low  moral  character,  and  will  do  anything  on 
that  telephone  to  get  the  people's  money. 

I  know  of  one  particular  boiler  room  where  they  actually  char- 
tered a  plane  and  flew  in  a  plane  full  of  drug  addicts  for  a  week 
to  do  the  initial  pitches  and  would  then  give  them  their  money  for 
their  drug  habit.  So,  these  people  are  usually  not  the  common  teen- 
ager. I  think  if  they  are  working  in  telemarketing  rooms,  it  is  prob- 
ably the  legal  ones. 

Chairman  LaFalce.  Does  anybody  else  want  to  take  a  shot? 

Mr.  Polino.  A  lot  of  what  was  said  just  now  I  do  not  know  very 
much  about  so  I  sure  do  not  want  to  comment.  You  asked  what  can 
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be  done.  I  am  not  really  positive.  I  am  not  so  sure  the  Federal  Gov- 
ernment in  the  long  run  can  do  all  that  much. 

The  only  thing  I  know  for  sure  is  this:  In  three  plus  generations 
of  experience  in  dealing  with  this  and  similar  problems,  the  Better 
Business  Bureau  knows  two  things:  That  if  it  is  a  technological 
problem,  you  will  probably  have  to  have  a  technological  fix,  and 
that  is  where  we  are  going.  We  have  to  be  more  sophisticated  than 
the  perpetrator. 

Chairman  LaFalce.  That  makes  it  so  much  more  difficult,  be- 
cause who  said  that  there  was  a  CD-ROM  that  was  available?  Was 
that  you,  Mr.  Polino? 

Mr.  Polino.  I  did.  The  information  is  no  longer  an  issue.  Every- 
one has  it.  The  information  is  just  available. 

Chairman  LaFalce.  We  are  talking  just  the  telephone  now, 
but 

Mr.  Pollno.  Sure,  computers,  access  to  satellites. 

Chairman  LaFalce.  The  Internet  system.  It  is  unbelievable. 

Mr.  Pollno.  Sure.  The  other  thing  is  this  we  know  for  sure- 


Chairman  LaFalce.  Do  we  have  anybody  exploring  the  techno- 
logical fixes?  Mr.  Polino  makes  a  good  point,  for  a  technological 
problem  you  need  a  technological  fix.  Is  there  anyone  exploring  the 
possibility  of  a  technological  fix? 

Mr.  White.  By  responding  to  this  question,  I  don't  want  to  sug- 
gest that  I  am  a  technological  expert,  but  my  experience  suggests 
that  somewhere  in  the  process  by  which  the  pitches  get  commu- 
nicated to  consumers  and  the  money  gets  siphoned  out  of  their  ac- 
counts, there  will  be  a  "node"  in  that  process.  If,  at  that  node,  we 
can  establish  a  consumer  right  to  reverse  transactions  that  are  af- 
fected with  fraud  and  be  more  effective  at  that  process,  we  might 
be  able  to  make  some  headway. 

We  certainly  are  going  to  explore  every  conceivable  aspect  of  this 
transaction  in  our  rulemaking  and  determine  whether  there  are 
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Chairman  LaFalce.  Is  there  any  ability  under  Federal  law  for 
consumers  to  negate  transactions? 

Mr.  White.  There  are  provisions  in  the  electronic  funds  transfer 
statute  that  give  consumers  the  right  to  challenge  electronic  debits 
where  the  circumstance — where  they  can  establish  that  it  wasn't 
an  intentional  transfer  or  that  the  transfer  was  induced  by  fraud. 

That  leads  me  to  say  that  we  are  proceeding,  I  believe  all  of  us, 
in  concert  on  a  number  of  tracks.  The  enforcement  track  is  essen- 
tial, and  there  are  opportunities  for  civil  enforcers  like  the  FTC  to 
do  some  good  in  this  area.  There  is  a  tremendous  opportunity  for 
criminal  enforcers  at  all  levels.  We  have  seen  local  police  have  an 
important  role  in  some  of  our  cases. 

We  are  working  to  use  the  resources  that  are  currently  available 
and  the  legal  tools  that  are  currently  available  as  effectively  as  we 
possibly  can  by  communicating  more  effectively  amongst  ourselves. 
I  think  there  is  potential  for  that  to  continue  to  improve  and  that 
will  help  us  on  the  enforcement  side. 

More  important  perhaps  in  the  long  run,  and  I  do  not  want  to 
take  anything  away  from  the  significance  of  law  enforcement  in 
this  area,  is  the  need  to  change  the  mindset  of  people  who  receive 
these  calls,  and  that  is  a  very  difficult  undertaking. 
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Chairman  LaFalce.  That  will  be  so  difficult.  Especially  with  our 
senior  citizen  population  who  are  so  vulnerable. 

Mr.  White.  Exactly.  But  I  can  say  that  senior  citizens'  organiza- 
tions are  banding  together  to  assist  in  getting  the  information  out 
and  protect  each  other.  That  is  an  important  part  of  this.  We  stress 
law  enforcement  because  that  is  really  what  the  Federal  Trade 
Commission  is  about,  but  there  is  an  important  educational  part  of 
this  in  terms  of  changing  the  mindset  and  giving  consumers  the 
tools  that  they  can  use  to  protect  themselves  in  the  first  instance. 

Chairman  LaFalce.  Let  me  go  back  to  Mr.  Polino  because  I  in- 
terrupted him.  You  said  there  are  at  least  two  things  you  have 
learned  in  the  Better  Business  Bureau.  One  is  a  technological  prob- 
lem needs  a  technological  fix.  I  think  that  is  one  of  them. 

Mr.  Polino.  Mr.  White  gave  you  the  second  one.  There  is  nothing 
new  under  the  sun.  Our  experience  clearly  shows  that  for  every 
dollar  you  are  going  to  spend  on  education,  you  are  probably  going 
to  save  $2  on  the  need  for  enforcement  and  prosecution  and  what- 
not. So,  whatever  fix  or  fixes  come  along  down  the  pike,  education 
ought  to  play  a  large  part.  If  everyone  who  was  being  called  knew 
what  to  look  for,  you  would  not  have  to  do  much  prosecution. 

Chairman  LaFalce.  Now,  you,  Mr.  White,  mentioned  the  elec- 
tronic funds  transfer.  That  comes  under  the  jurisdiction  of  the 
Banking  Committee  that  I  also  serve  on,  so  we  will  explore  that. 
But  for  telemarketing  fraud  to  be  successful,  there  also  must  be  a 
transfer  of  money,  and  this  most  often  is  done  through  a  credit 
card,  Western  Union,  some  similar  service. 

What  is  being  done?  What  might  we  do  to  either  implement  ex- 
isting law,  or  is  there  any  new  law  with  respect  to  credit  card 
transactions  or  other  similar  services  to  help  deal  with  this  prob- 
lem? 

Mr.  White.  I  guess  I  would  say  that  the  existing  protections  for 
credit  card  transactions  are  important  and  substantial,  but  it  can 
be  very  difficult  for  consumers  to  know  what  they  are  and  to  exer- 
cise them.  We  often  find  specific  individuals  who  have  been  harmed 
by  a  telemarketer  who  are  successfully  able  to  reverse  the  trans- 
action and  get  their  money  back,  but  they  are  exceptional  individ- 
uals and  that  is  an  exceptional  story. 

So,  again,  I  would  say  we  have  much  to  do  to  educate  consumers 
about  their  existing  rights  and  enable  them  more  easily  to  exercise 
them. 

Now,  that  leaves  another  part  of  the  process,  the  credit  card  com- 
panies and  the  banks,  in  the  deficit  position.  That  may  well  ac- 
count for  the  educational  efforts  that  they  are  now  undertaking, 
which  are  an  important  part  of  the  process. 

Mr.  Esposito.  May  I  comment? 

Chairman  LaFalce.  Please,  yes. 

Mr.  Esposito.  The  statute  that  we  use  the  most  in  these  cases 
is  the  fraud  by  wire  statute,  which  is  a  very  good  statute,  and  basi- 
cally, in  a  nutshell,  says  that  if  anybody  should,  by  use  of  a  wire 
communication,  cause  a  fraud  to  be  committed  then  you  can  pros- 
ecute them. 

The  biggest  problem  we  had  in  law  enforcement  was  they  used 
private  carriers.  This  new  crime  bill  has  now  added  private  carriers 
to  the  mail  fraud  statute,  which  should  help  us  significantly. 
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Also,  the  approach  that  we  have  taken  in  the  last  few  years  is 
previously  we  looked  at  traditional  white  collar  crime  statutes  in 
the  Federal  Government  to  prosecute  people,  but  there  were  other 
statutes  out  there  that  we  could  use,  and  one  of  the  big  tools  we 
have  been  looking  at  is  the  money  laundering  statute,  which  means 
if  there  is  a  transaction  that  occurs,  we  can  charge  them  with  that. 
Not  only  that,  we  can  then  seize  their  assets.  We  have  been  trying 
to  use  that  very  effectively  in  our  investigations. 

Chairman  LaFalce.  I  would  like  to  put  in  the  record  at  this  time 
a  letter  that  I  have  received  from  Master  Card  International  ex- 
plaining some  of  the  activities  that  they  have  undertaken  in  consid- 
erable part  in  cooperation  with  the  National  Fraud  Information 
Center  in  order  to  deal  with  this  problem. 

Without  objection,  it  is  so  ordered. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Barker.  Mr.  Chairman,  if  I  might  make  a  brief  comment  on 
this  whole  problem  of  transactions.  Fraudulent  telemarketers  are 
taking  advantage  of  the  current  regulations  in  effect  for  both  credit 
card  transactions  and  for  bank  transactions. 

The  fact  is  that  once  you  as  a  consumer  disclose  over  the  tele- 
phone your  credit  card  number  or  even  any  kind  of  information 
about  your  credit  card  account,  such  as  the  expiration  date  or  the 
first  four  digits  of  your  account  number,  you  have,  according  to  the 
rules,  authorized  a  transaction  on  your  account.  You  cannot  then 
call  up  20  minutes  later,  when  you  figure  you  have  been  had,  you 
cannot  call  up  your  credit  card  affiliate  and  say,  I  made  a  horrible 
mistake,  make  sure  that  does  not  go  through. 

You  have  to  wait  until  the  charge  appears  on  your  statement, 
then  you  have  to  go  through  a  process  of  disputing  that  charge  and 
trying  to  get  a  charge  back,  and  you  are  not  guaranteed  under  Fed- 
eral law  that  you  can  get  that  money  back. 

The  same  is  true  with  the  growing  practice  of  debiting  from  your 
checking  account.  Fraudulent  telemarketers  are  taking  advantage 
of  the  fact  that  banks  are  becoming  swamped  with  unauthorized 
debts.  The  rules  tend  to  indicate  that  unless  there  is  some  author- 
ization for  a  debit  from  your  checking  account,  a  written  authoriza- 
tion, or  some  kind  of  permission  being  given,  the  bank  must  restore 
those  funds.  They  do  not  want  to  do  that  because  it  is  becoming 
increasingly  costly  for  them  to  do  so. 

So,  what  is  happening  is,  for  instance  with  Reg.  E,  the  Federal 
Reserve  Reg.  E,  the  agency  is  twisting  this  to  indicate  that,  well, 
maybe  it  is  all  right  even  if  you  have  not  really  given  permission 
to  take  money  out  of  your  account.  It  is  really  up  to  you,  the  bank 
customer,  to  prove  to  the  bank  that  you  did  not  authorize  it.  Before 
it  was  necessary  for  the  bank  to  prove  that  you  did.  So,  the  fraudu- 
lent telemarketer  is  using  these  regulations  to  get  around  it. 

It  is  very  difficult  for  the  consumer  to  negate  any  kind  of  trans- 
action and  this  is  a  growing  problem. 

Chairman  LaFalce.  Well,  to  the  extent  you  are  able,  I  would  ap- 
preciate it  if  you  could  flesh  out  those  thoughts  in  writing  and 
make  specific  suggestions  for  changes  in  either  legislation  or  regu- 
lation that  wouldnelp  deal  with  that. 

Mr.  Barker.  We  would  be  pleased  to  do  so,  Mr.  Chairman. 
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Chairman  LaFalce.  As  a  senior  member  of  the  Banking  Commit- 
tee, I  might  be  able  to  be  especially  helpful  on  these  issues. 

[The  information  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Earlier  we  heard  a  tape  from  Iowa,  the  At- 
torney General's  office  of  Iowa,  I  think  a  number  of  other  commu- 
nities, States,  have  similar  taping  capacities  or  practices,  city  of 
San  Diego  for  one,  but,  still,  only  a  handful.  Would  a  wider  ap- 
proach or  perhaps  a  Federal  program  such  as  a  national  tape  re- 
pository be  of  assistance? 

Mr.  White.  It  is  my  understanding  that  the  Telemarketing 
Fraud  Task  Force  has  been  discussing  the  whole  business  of  how 
we  most  effectively  can  exchange  this  information. 

Chairman  LaFalce.  Who  are  the  members  of  this  working 
group? 

Mr.  White.  Well,  do  we  have  a — we  submitted  the  list.  All  of  the 
Federal  agencies  with,  may  I  say,  a  piece  of  the  pie,  are  members. 
The  commission,  of  course,  participates,  the  Department  of  Justice 
participates,  and  various  of  its  components,  Department  of  the 
Treasury. 

Chairman  LaFalce.  Who  chairs  it? 

Mr.  White.  It  is  done  under  the  aegis  of  the  Department  of  Jus- 
tice. 

Chairman  LaFalce.  But  who  within  the  Department  of  Justice 
would  chair  it? 

Mr.  Esposito.  The  fraud  section. 

Chairman  LaFalce.  Pardon? 

Mr.  Esposito.  The  fraud  section. 

Chairman  LaFalce.  Who  is  head  of  the  fraud  section? 

Mr.  Esposito.  Jerry  McDowell. 

Chairman  LaFalce.  McDowd? 

Mr.  Esposito.  McDowell,  D-O-W-E-L-L. 

Chairman  LaFalce.  McDowell.  What  is  his  title? 

Mr.  Esposito.  He  is  chief  of  the  fraud  section  of  the  criminal  di- 
vision, Department  of  Justice. 

Chairman  LaFalce.  I  see.  Does  he  actually  chair  it  or  does  he 
delegate  that  responsibility? 

Mr.  Esposito.  Jonathan  Rusch,  who  is  his,  one  of  his  deputies, 
I  think,  chairs  it. 

Chairman  LaFalce.  How  frequently  do  they  meet? 

Mr.  Esposito.  Quarterly,  I  think. 

Mr.  White.  Quarterly.  We  are  talking  to  each  other  rather  more 
frequently  than  that,  but  formally  quarterly. 

Chairman  LaFalce.  Thank  you.  Please  continue. 

So,  were  you  finished?  I  interrupted  you,  I  think. 

Mr.  White.  Oh,  yes,  just  to  say  that  we  are  using  the  existing 
structures  to  try  to  make  this  tape-recorded  information  as  well  as 
other  forms  of  information  that  can  facilitate  prosecutions  broadly 
available  amongst  ourselves. 

Chairman  LaFalce.  All  right,  good. 

I  want  to  thank  all  the  gentlemen  at  the  table.  This  has  been  an 
extremely  interesting  and  informative  hearing. 

Did  you  have  any  questions,  Mr.  Hilliard. 
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Mr.  Hilliard.  Mr.  Chairman,  it  has  been  of  interest  to  me.  I  am 
a  victim,  and  I  know  many  other  victims,  and  I  wanted  to  come 
and  just  make  that  statement. 

I  am  interested.  I  am  an  attorney,  and  in  my  office,  many  times, 
I  saw,  some  of  the  things  that  had  happened;  some  of  them  we 
knew  about,  others  we  did  not.  But  it  happens  more  often  to  those 
who  are  unaware  than  to  those  who  perhaps  aware,  and  they  find 
out  so  late. 

I  am  concerned  about  the  media,  where  we  are  going  and  how 
we  could  head  off  some  of  these  new  methods  of  committing  frauds 
that  are  ahead  of  the  law.  I  is  absolutely  illegal  from  the  stand- 
point that  a  wrong  has  been  committed,  but  there  is  no  law  to 
cover  it.  I  wanted  to  come  and  hear  that  part  so  that  in  the  future 
we  can  deal  with  that  issue. 

But  that  is  about  it,  Mr.  Chairman.  I  think  he  may  have  wanted 
to  comment. 

Mr.  White.  Mr.  Chairman,  may  I  make  a  quick  response  to  that? 

Chairman  LaFalce.  Surely. 

Mr.  White.  In  the  coverage  of  the  case  that  I  mentioned  to  you 
that  involved  a  fraud  that  had  been  communicated  through 
Internet,  a  private  sector  student  of  new  technologies  used  the  fol- 
lowing phrase:  "If  it  is  illegal  in  the  world,  it  is  illegal  in 
cyberspace." 

Thus  far,  at  least,  we  have  been  able  to  use  existing  legal  tools 
to  address  violations  made  in  the  new  means  of  communication. 

Chairman  LaFalce.  Let  me  ask.  How  large  is  the  growth  of  this 
problem?  Is  it  growing  arithmetically,  geometrically;  is  it  increas- 
ing with  the  pace  of  inflation  or  at  10  times?  Any  estimates?  See, 
I  am  very  concerned  that  after  Operation  Disconnect  we  had  an  un- 
believable proliferation  of  telemarketing  companies  in  the  western 
New  York  region.  What  did  you  say,  Mr.  Polino,  50  some  were  cre- 
ated after  Operation  Disconnect? 

Mr.  Polino.  Seventy  some,  I  think,  all  told. 

Chairman  LaFalce.  Seventy  new  telemarketing  operations  in 
western  New  York  alone.  So,  is  this  the  case,  the  more  we  pros- 
ecute, the  more  likely  we  are  to  have  geometric  increases  because 
more  people  will  become  aware  of  the  potential  illegal  practice  and, 
therefore,  participate  in  it?  More  people  will  become  aware  that 
they  can  pick  up  a  CD-ROM  with  every  phone  number  in  the  Unit- 
ed States  and  they  will  drive  in  their  car  and  use  a  remote  mobile 
phone? 

Mr.  Polino.  Unfortunately,  that  will  be  the  technology  of  the  fu- 
ture. 

Chairman  LaFalce.  The  phone  in  the  car  and  they  will  be  driv- 
ing. Of  course,  they  will  have  to  have  some  place  for  the  money  to 
go.  It  will  have  to  be  picked  up,  et  cetera. 

Mr.  Barker.  Mr.  Chairman,  the  irony  of  this 

Chairman  LaFalce.  How  large  is  this  problem?  What  is  the 
growth  of  the  problem? 

Mr.  Barker.  It  is  a  huge  problem  and  it  is  growing,  and  what 
is  disturbing  about  it  is  that  it  is  the  easiest  kind  of  crime  to  pre- 
vent. That  is  where  the  answer  may  eventually  lie.  All  that  you 
'have  to  do  to  prevent  a  lot  of  this  fraud  is  to  hang  up  the  telephone 
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or  throw  away  the  stuff  you  get  in  the  mail  and  consequently  be 
alert.  So,  probably 

Chairman  LaFalce.  I  don't  throw  away  the  stuff  I  get  in  the 
mail.  Anything  I  get  in  the  mail  that  says  I  have  won  a  prize  and 
then  you  find  out  it  is  an  opportunity,  I  automatically  send  to  the 
State  Attorney  General.  Automatically. 

Mr.  Barker.  That  is  good.  But  consumer  education  is  going  to  be 
the  key.  More  people  have  got  to  realize  what  is  going  on  out  there 
and  defend  themselves  against  it  because  Taw  enforcement, 
consumer  protection  and  laws  can  only  go  so  far.  In  the  end,  the 
American  public  has  to  smarten  up  and  realize  what  all  is  going 
on. 

Mr.  Esposito.  This  becomes  a  very  frustrating  problem  for  law 
enforcement  because  you  keep  working  on  it  and  you  think  you  are 
solving  a  problem  and  it  keeps  expanding.  But  we  are,  as  was  men- 
tioned by  Mr.  White  and  others  here,  we  are  communicating  better, 
and  I  think  we  have  a  better  handle  on  the  problem  today. 

I  know  the  four  companies,  to  show  you  how  lucrative  this  busi- 
ness is,  we  looked  at  four  companies  over  an  18-month  period  and 
we  traced  $85  million  that  went  through  their  books.  So,  it  is  a 
very  lucrative  business. 

But  I  think  that  it  will  be  interesting  to  see  how  the  new  legisla- 
tion that  was  just  passed  will  help  us,  and  I  think  it  will,  because 
there  is  money  in  the  new  legislation  for  education  that  the  De- 
partment of  Justice  is  supposed  to  spend  to  educate  the  consumer. 

Chairman  LaFalce.  It  is  difficult  to  quantify  this  as  saying  it  is 
increasing  at  10,  50,  or  100  percent  a  year  but  it  is  increasing  as 
a  problem;  is  that  correct? 

Mr.  Polino.  Yes. 

Mr.  Esposito.  We  think  so. 

Chairman  LaFalce.  And  significantly. 

Mr.  Polino.  Yes. 

Chairman  LaFalce.  Now,  within  the  total  scheme  of,  say,  white 
collar  crime,  what  is  the  gravity  of  this  type  of  crime;  qualitatively 
or  quantitatively?  Is  it  25  percent  of  the  whole?  Is  it  10  percent  of 
the  whole? 

Mr.  Polino.  That  would  be  hard  to  tell  without  a  baseline.  I 
don't  think  anybody  at  this  table  can  tell  you  what  the  white  collar 
crime  is,  to  begin  with.  So,  with  our  limited  knowledge  of  how 
much  of  this  goes  on,  it  would  be  difficult  for  anybody  to  say.  Com- 
pared to  the  S&L  scandal,  which  was  white  collar  crime,  it  prob- 
ably is  very  insignificant.  On  the  other  hand,  we  know  it  affects 
probably  hundreds  of  millions,  probably  billions  of  dollar's  worth  of 
commerce. 

Mr.  Esposito.  I  have  been  an  FBI  agent  for  24  years  and  the 
majority  of  that  has  been  white  collar  crime  work,  and  the  interest- 
ing thing  about  white  collar  crime,  from  a  law  enforcement  stand- 
point, is  that  you  just  do  not  know  all  the  frauds  that  are  being 
perpetrated  out  there  and  you  do  not  know  all  the  scams  that  are 
taking  place.  So,  it  is  hard  to  define  what  the  whole  is  and  how 
big  it  is,  but  this  is  certainly  a  significant  problem. 

Chairman  LaFalce.  Well,  gentlemen,  thank  you  very,  very  much 
for  your  contribution. 
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HEARING  ON 
"TELEMARKETING  FRAUD:    PUTTING  PHONE  SCAMS  ON  HOLD" 

September  28,  1994 

The  Small  Business  Committee  meets  this  morning  to  address  telemarketing  fraud,  a 
problem  of  growing  national  importance  both  for  American  consumers  and  for  the  business 
community. 

At  one  time  or  another,  most  of  us  have  been  exposed  to  a  sales  pitch  that  was  too  good 
to  be  true,  a  sweepstakes  in  which  we  are  proclaimed  to  have  already  won,  or  a  "free"  offer  that 
we  later  learn  contains  more  than  a  few  catches  and  conditions.  Perhaps  because  we  are  all 
familiar  with  these  types  of  offers  and  deals,  we  assume  that  telemarketing  fraud  is  an  occasional 
annoyance—a  minor  event  in  the  modern  world  of  sales  and  marketing. 

Unfortunately,  that  is  not  the  case.  We  are  witnessing  a  "new  generation"  of  telemarketing 
fraud,  a  landscape  of  high-tech  "boiler  rooms"  and  computerized  phone  lists  of  vulnerable 
victims.  All  told,  these  scam  artists  took  in  an  estimated  $10  billion  from  consumers  in  1993. 
The  total  figure  may  be  four  times  higher~as  high  as  $40  billion-because  so  much  of  this  fraud 
goes  unreported. 

Welcome  to  a  world  where  threats  and  harassment  are  common  sales  tactics,  where  profits 
are  high  but  prizes  are  non-existent.  According  to  an  award-winning  series  of  articles  that 
appeared  last  year  in  the  Buffalo  News,  one  telemarketing  firm  took  in  $40,000  per  week  and 
paid  its  workers  as  much  as  $250,000  per  year.  Another  sweepstakes  firm  grossed  $1 1  million 
per  year,  but  gave  away  only  one  car  as  a  prize  during  that  time.  In  Iowa,  a  single  senior  citizen 
recently  lost  $167,000  to  the  "tele-sharks." 

Today's  hearing  will  focus  both  on  fraud  against  small  business  and  on  the  effects  of 
consumer  telemarketing  fraud  on  legitimate  telemarketers  and  small  businesses.  In  a  few  minutes, 
we  will  hear  first-hand  how  these  telemarketing  sales  pitches  take  place. 

It  is  no  secret  that  the  perpetrators  of  telemarketing  fraud  prey  on  the  weakest  and  most 
vulnerable  members  of  society.  In  matters  of  consumer  fraud,  this  typically  means  senior 
citizens,  living  on  fixed  incomes  or  a  small  savings  account,  many  of  whom  are  less  able  to 
withstand  the  high-pressure  sales  tactics  of  a  tele-shark. 
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Business-related  fraud  is  equally  sinister.  One  typical  ploy  is  for  these  fraudulent 
companies  to  obtain  lists  of  newly  incorporated  companies  from  government  agencies,  then  use 
these  firms  as  sales  targets  for  overpriced  office  supplies  or  advertisements  in  non-existent 
telephone  directories.  Within  a  few  days,  the  unsuspecting  business  may  receive  phony  invoices, 
be  billed  for  long-distance  calls  it  hasn't  made,  or  be  shipped  cartons  of  useless  copier  toner  at 
twice  the  market  price. 

Like  a  shark,  these  fraudulent  outfits  never  relax  their  grip  on  a  victim.  Once  they've 
bought  a  product,  senior  citizens  find  themselves  on  "hot"  lists,  and  are  guaranteed  to  receive 
dozens  of  calls  a  day,  every  day  of  the  week.  One  Baltimore  business  that  fell  victim  to  a  "toner 
phoner"  scam  still  receives  a  call  a  week  from  other  scam  artists  hoping  to  hawk  the  same 
product. 

Particularly  disturbing  is  one  of  the  hottest  trends  in  telemarketing  fraud— operations 
known  as  "recovery  rooms."  In  this  scam,  phony  callers  use  the  same  list  of  people  who  fell 
victim  to  an  earlier  fraud,  calling  back  this  time  posing  as  an  attorney,  a  government  official,  or 
even  the  local  Better  Business  Bureau.  The  callers  promise  to  recover  some  of  the  victim's 
money  from  the  first  fraud.  In  the  end,  of  course,  they  simply  pull  another  scam,  and  take  even 
more  money  from  the  original  victim. 

Federal  authorities  have  taken  action  against  many  of  these  firms,  but  are  hard-pressed  to 
keep  up.  The  Federal  Trade  Commission  has  brought  90  lawsuits  against  various  telemarketing 
scams  in  the  last  few  years,  and  states  have  shut  down  another  150  operations.  In  March  1993, 
the  FBI  raided  telemarketing  locations  in  Buffalo,  Las  Vegas,  and  17  other  cities. 

I  believe  that  federal,  state  and  local  governments  can~and  should—be  offering  more 
assistance  in  this  area.  Congress  has  made  some  significant  progress  this  year,  passing  the 
Consumer  Protection  Telemarketing  Act  as  well  as  stringent  telemarketing  provisions  in  this 
year's  omnibus  crime  bill. 

The  Committee  is  concerned  that  while  many  of  these  new  state  and  federal  laws  are 
useful  when  fighting  consumer  fraud,  they  may  be  less  helpful  in  combatting  fraud  against  small 
businesses. 

As  today's  witnesses  can  attest,  telemarketing  fraud  prosecutions  are  time-consuming  and 
expensive,  and  require  an  extraordinary  degree  of  cooperation  between  the  law  enforcement 
agencies  of  various  states.  We  need  to  find  ways  to  coordinate  these  activities  and  to  simplify 
the  burden  of  prosecuting  these  crimes.  I  am  hopeful  that  this  hearing  will  help  facilitate  that 
process. 

We  are  pleased  this  morning'  to  welcome  Chris  White,  acting  director  for  the  Bureau  of 
Consumer  Protection  at  the  Federal  Trade  Commission.  The  FTC  has  taken  a  leading  role  among 
federal  agencies  in  putting  an  end  to  deceptive  telemarketing  practices,  and  will  shortly  begin  a 
rulemaking  process  mandated  by  the  Consumer  Protection  Telemarketing  Act.  Next  we  welcome 
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Bill  Esposito,  deputy  assistant  director  of  the  criminal  investigative  division  for  the  Federal 
Bureau  of  Investigation.  The  FBI  staged  last  year's  highly  successful  "Operation  Disconnect," 
a  series  of  raids  on  telemarketing  offices  and  boiler  rooms  nationwide. 

Next,  the  committee  welcomes  John  Barker,  vice  president  for  the  National  Consumers 
League  and  director  of  the  National  Fraud  Information  Center,  a  clearinghouse  for  a  variety  of 
data  on  telemarketing  fraud.  David  Polino,  chief  operating  officer  for  the  Buffalo  Better 
Business  Bureau,  will  give  a  perspective  on  telemarketing  fraud  in  Western  New  York  State.  Mr. 
Polino  will  also  speak  on  behalf  of  the  Council  of  Better  Business  Bureaus,  which  has  recently 
issued  a  new  informational  booklet  for  business  owners  on  telemarketing  scams. 

Finally,  we  welcome  Richard  Barton,  senior  vice  president  of  the  Direct  Marketing 
Association,  who  will  address  how  legitimate  telemarketing  firms  are  harmed  by  scam  operations. 

We  look  forward  to  all  of  your  presentations.  After  other  Members  have  made  their 
opening  statements,  I  would  like  to  play  for  the  committee  several  tape  recordings  of  fraudulent 
telemarketing  firms  attempting  to  pitch  their  products  and  services. 
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STATEMENT  OF 

REP.  JAN  MEYERS  (R-KS) 

RANKING  REPUBLICAN  MEMBER 

COMMITTEE  ON  SMALL  BUSINESS 

SEPTEMBER  28,  1994 

"TELEMARKETING  FRAUD  AND  SMALL  BUSINESS" 


Thank  you  Mr.  Chairman.   At  the  outset,  I  want 
to  express  my  thanks  Mr.  Chairman  for  your  holding 
this  hearing.   I  also  want  to  thank  the  witnesses 
appearing  before  the  Committee  today  for  taking  the 
time  to  share  their  views  with  us. 


The  issue  of  telemarketing  fraud  has  received 
growing  attention  in  the  media  over  the  past  several 
years.   While  many  forms  of  "cons"  and  "scams" 
practiced  on  consumers  have  been  with  us  for  many 
years,  there  is  now  a  fairly  recent  and  growing 
phenomenon  of  telemarketing  "scams"  being  practiced 
on  small  businesses  and  entrepreneurs.   These 
"scams"  take  many  forms  and  are  directed  at  many 
kinds  of  businesses. 


Historically,  most  enforcement  efforts  directed 
at  telemarketing  fraud  have  been  directed  at  frauds 
perpetrated  against  individuals  as  consumers  and  not 
against  victimized  small  businesses.   Recent 
legislative  efforts,  including  the  telemarketing 
provision  of  the  recently  passed  crime  bill,  also 
have  focused  primarily  on  the  rights  of  victimized 
individuals. 
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I  am  pleased  that  our  hearing  today  will  focus 
on  the  interests  of  small  businesses  when  they  are 
victimized  by  telemarketing  fraud.   I  am 
particularly  interested  in  hearing  from  our 
witnesses  from  the  Federal  Trade  Commission  (FTC) 
and  the  Federal  Bureau  of  Investigation  (FBI) .   I 
strongly  believe  that  any  real  solution  to  the 
problems  created  for  small  enterprises  by 
telemarketing  frauds  rests  largely  with  the  efforts 
of  federal  agencies  such  as  the  FTC,  the  FBI  and  the 
Federal  Communications  Commission  because  of  the 
federally  regulated  instrumentality  that  is  used  in 
perpetrating  these  frauds   --   the  telephone. 

Thank  you  again  Mr.  Chairman  and  I  look  forward 
to  today's  testimony. 
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STATEMENT  OF    THE 

HONORABLE  KWEISI       MFUME 

BEFORE       THE 

COMMITTEE  ON    SMALL       BUSINESS 

TELEMARKETING  FRAUD:  PUTTING        PHONE 

SCAMS      ON    HOLD- 
SEPTEMBER         28,  1994 


Thank     you,   Mr.    Chairman.       You     are  to  be  commended 
for   catling    this  timely    hearing    on  a  topic    of  such  riveting 
importance.       While     advances    in  telephone     technology     have 
made    it  easier    and  cheaper    to  solicit    business   by  phone, 
these   same  advances    have  opened    the  door   to  countless 
types  of  fraud.      Mr.    Chairman,     I  know    that   you   and  my 
other    Colleagues     join    me  when    I  say  that   I  look    forward     to 
exploring     this  issue  with   the   individuals     who   will    appear 
before    us  today. 
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Consumer     protection     agencies,    state  attorneys 
general's    offices    and  federal    agencies    all  report    an  increase 
in  the   number    and  variety    of  frauds    committed     by 
telemarketers.        The    growth    of  the  telemarketing      industry 
has  already    brought    an  unprecedented      number    of 
complaints     of  outright     fraud    and  invasion    of  privacy.      Now, 
as  we  will    hear   today,    its  proliferation       has  impacted     the 
small    business   community. 

Unfortunately,       telephone-related       fraud    has  taken    its 
toll   on  the  legitimate     telemarketing      industry.      I  am 
especially    concerned     about    the  cost  of  this  fraudulent 
activity    to  small   businesses-particularly       to  minority     small 
businesses-many     of  whom    are  telemarketing      operations 
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themselves    which    run   phone    banks  in  small   communities. 
The    negative    public    perception     of  people    involved    in 
outbound     telemarketing      has  tainted    the  vocation's 
effectiveness     and  prowess.     After     being  victimized     by  the 
limitless    range   of  the  perpetrators,      many   prospective 
consumers    have  begun   to  shun  the 

sincere    attempts    of  legitimate     small   businesses.     As  a  result, 
these   legitimate     groups    must  either    suffer    from    the  losses 
they  have  sustained    or  raise  prices   and  fees  to  remain 
competitive. 

Whichever     measure    ultimately     corrects    this  burgeoning 
dilemma,     it  must  not  be  one  that   ignores    the  essential 
problem:      the  devastating     burden    on  small   businesses. 


43 

I  have  no  doubt    that   we  are  capable    of  making    a  fair 
determination      of  what   steps  can  and  should    be  taken    to 
overcome     any  obstacles    which    might    arise  to  hinder    our 
progress    in  this  area. 

Again,     I  welcome    all  of  our   witnesses.     Thank    you,   Mr. 
Chairman. 
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of 
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Director,  National  Fraud  Information  Center 
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Committee  on  Small  Business 

U.S.  House  of  Representatives 

September  28,  1994 


Mr.  Chairman  and  Members  of  the  Committee: 

The  National  Consumers  League  and  its  National  Fraud  Information  Center  wish  to  thank 
you  and  the  Committee  for  inviting  us  here  today  to  testify  on  a  major  crisis  facing  the  American 
public  and  American  small  business  -  the  ever  increasing  toll  of  telemarketing  and  telephone- 
related  fraud. 

Once  a  local  problem,  the  victimization  of  Americans  and  American  businesses  by  a  new 
breed  of  high  tech  con  artists  has  become  a  national  disgrace.  Despite  diligent  efforts  by  the 
Congress,  the  Administration,  state  and  local  law  enforcement  agencies,  and  consumer  protection 
offices  to  protect  the  public,  some  $40-$60  billion  in  losses  is  reported  each  year.  These  losses, 
Mr.  Chairman,  are  entered  on  the  ledgers  of  major  American  corporations  and  credit  card  issuers, 
which  pass  along  the  increased  costs  of  doing  business  to  their  customers.  But  they  are  also 
entered  on  the  ledgers  of  American  small  businesses,  which,  often  as  not,  cannot  pass  along  the 
costs  to  their  customers  and  which  sometimes  end  up  going  bankrupt  or  out  of  business. 

Today's  hearing,  Mr.  Chairman,  has  been  called  to  elicit  testimony  on  current  and  future 
efforts  to  combat  telemarketing  fraud.  The  National  Consumers  League  has  been  asked  to  provide 
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the  committee  with  our  assessment  of  current  problems,  specifically  as  they  apply  to  small 
business;  furnish  our  views  on  the  recent  criminal  and  civil  legislation  enacted  by  Congress  to  deal 
with  the  growing  menace  of  fraud;  and  to  comment  on  the  upcoming  rulemaking  proceeding  on 
telemarketing  practices  at  the  Federal  Trade  Commission.  Finally,  we  have  been  asked  to  suggest 
strategies  for  combatting  telemarketing  fraud  and  bringing  the  pressure  of  the  federal  government 
to  bear  on  the  scores  of  so-called  "boiler  rooms"  which  operate  in  the  United  States  today 

First,  Mr.  Chairman,  I  would  like  to  describe  some  of  the  specific  frauds  currently  targeted 
at  small  businesses  in  the  United  States. 

The  National  Fraud  Information  Center  fields  dozens  of  calls  each  week  from  owners  of 
small  businesses  who  report  the  following  as  the  most  common  calls  they  receive: 

■  Promotional  items.  A  small  business  is  contacted  by  telephone  and  told  that  it  has 
received  an  incentive  award  or  other  promotional  prize  amounting  to  thousands  of  dollars. 
All  the  firm  needs  to  do  to  qualify  for  this  award  is  to  purchase  pens  or  pencils  or  sun 
visors  with  the  company's  logo  attached.  The  cost  is  usually  $700-5800,  but  can  go  much 
higher.  The  small  business  purchases  the  novelty  items;  and  the  prize  is  never  received.  A 
twist  on  the  novelty  item  promotion  is  a  charitable  solicitation  scam  which  promises  a 
huge  prize  or  award  in  return  for  making  a  company  contribution  to  drug  awareness 
programs  or  efforts  to  feed  the  homeless. 

■  Office  Supplies.  These  are  the  infamous  toner  phoners  who  contact  businesses  and 
pretend  to  be  the  company's  usual  supplier  of  copy  machine  products.  An  unwitting  or 
co-opted  employee  is  urged  to  agree  to  the  purchase  of  the  office  supplies  which  are  then 


46 

delivered.  If  the  company's  accounts  manager  is  not  alert,  the  accompanying  invoice  may 
be  paid.  If  the  invoice  is  not  paid,  the  toner  phoners  threaten  collection  and  lawsuits. 
Employees  who  are  co-opted  to  order  and/or  accept  the  merchandise  receive  premiums 
from  the  toner  phoners.  These  usually  consist  of  hand-held  stereos  or  other  electronic 
devices. 

Yellow  Pages  Invoices.  Companies  everywhere  have  received  Yellow  Pages  invoices 
from  bogus  "directory"  firms  soliciting  entries  in  their  publications.  Most  feature  the 
famous  "walking  pages"  logo  associated  with  the  Bell  system.  This  logo  is  not 
trademarked  and  can  be  used  by  anyone    The  invoices  are  almost  always  printed  in  yellow 
and  black.  Many  businesses  pay  the  invoices  -  usually  $100  to  $200  -  and  never  consider 
that  the  bills  may  be  bogus.  This  fraud  has  even  extended  to  the  halls  of  Congress.  Two 
years  ago,  one  bogus  yellow  pages  directory  had  the  nerve  to  send  invoices  to  every 
member  of  the  Senate  and  the  House. 

Nigerian  Fax  Scams.  Many  small  businesses  and  even  some  large  corporations  have 
received  fax  messages  or  letters  purporting  to  be  sent  by  Nigerian  government  agencies 
wanting  to  park  funds  in  the  company's  corporate  account.  Various  reasons  are  given, 
such  as  the  fact  that  the  Nigerian  agency  in  question  has  surplus  contractual  funds  which  it 
must  deposit  in  overseas  accounts  in  order  to  fulfill  its  obligations  to  spend  the  money  in  a 
given  fiscal  year,  and  asks  the  corporation  to  agree  to  use  its  corporate  account  to  stash 
the  funds.  If  the  small  business  bites,  it  is  asked  to  provide  earnest  money  in  the  form  of  a 
substantial  deposit  in  a  supposedly  escrowed  London  account.  The  funds  are  deposited 
and  the  American  business  representative  waits  for  the  deposit  to  be  made  in  the  local 
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account.  Deposits  in  the  neighborhood  of  $38  million  are  often  mentioned.  But  what 
actually  happens  is  that  the  American  business  discovers  within  a  few  weeks  that  the 
Nigerian  agency  does  not  exist  and  its  funds  have  been  withdrawn  from  the  supposedly 
secure  London  account. 
■  Factoring  or  "Laundering"  of  Credit  Card  Transactions.  Many  small  businessmen 

are  approached  by  con  men  who  want  to  use  their  credit  card  merchant  account  status  to 
submit  credit  card  transaction  slips  for  payment.  They  explain  that  they  did  not  have  time 
to  set  up  an  account  themselves  or  are  in  town  for  only  a  short  period  of  time  and  are 
unable  to  get  the  necessary  paperwork  completed.  They  offer  the  merchant  a  percentage 
of  the  face  value  of  the  transaction  slips.  If  the  merchant  agrees,  he  processes  the 
transactions  and  deposits  them  in  his  account  at  the  bank.  Once  the  credit  card  issuer 
determines  that  "laundering"  has  taken  place  (usually  when  cardholders  complain),  the 
affiliate  will  "charge  back"  the  transaction  slips  to  the  merchant  who  has  laundered  the 
slips  on  behalf  of  the  con  artist.  The  local  merchant  has  already  paid  off  the  con  artist  who, 
by  this  time,  is  out  of  sight    The  merchant  cannot  locate  the  con  artist  and  is  stuck  with 
the  bad  paper.  If  it  is  determined  that  the  merchant  knowingly  laundered  the  transactions 
for  the  con  artist,  the  business  can  lose  its  merchant  status  with  the  credit  card  issuing 
bank.  The  merchant,  often  as  not,  must  go  out  of  business. 

Individual  Americans  of  all  ages,  rich  and  poor,  illiterate  and  well  educated,  are  also  the 
victims  of  telemarketing  and  telephone-related  fraud.  Their  losses  are  equally  devastating.  Many 
have  been  forced  into  bankruptcy    because  they  have  fallen  prey  to  a  smooth  talking  promoter 
offering  them  a  prize,  a  job,  a  highly  profitable  investment,  or  a  quick  way  to  fame  and  fortune. 
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Our  National  Fraud  Information  Center  here  in  Washington  handles  approximately  400 
cases  of  victimization  by  con  artists  each  and  every  day.  Losses  range  from  $5  to  $80,000  on  an 
average  day.  Many  of  them  are  elderly,  like  a  91-year-old  Iowa  woman  who  who  had  lived  long 
beyond  her  expectations  and  was  running  low  on  capital.  The  pleasant  young  man  who  called 
promised  a  huge  award  sufficient  to  handle  her  income  needs  for  at  least  ten  years.  All  she 
needed  to  do  was  send  $2,000  to  cover  the  taxes  due  on  the  cash  award.   She  sent  a  check, 
believing  the  funds  would  be  sent  to  her  in  time  to  cover  the  amount.  The  funds  did  not  come,  but 
the  woman  failed  to  stop  payment  on  the  check.  Her  bank  honored  the  check  because  the 
manager  knew  the  woman.  In  order  to  make  good  on  the  overdraft,  the  woman  had  to  cash  in  a 
small  inheritance  her  father  had  left  her  75  years  ago  and  which  she  had  preserved  intact.  This 
story  is  typical  of  the  personal  anguish  which  accompanies  the  statistics  on  consumer  fraud. 

The  most  common  telephone-related  frauds  perpetrated  on  the  American  public  revolve 
around  the  promise  of  a  free  prize  or  award.  National  Fraud  Information  Center  random  sample 
surveys  indicate  that  more  than  90%  of  adult  Americans  have,  at  one  time  or  another,  been 
contacted  by  sweepstakes  promoters  offering  free  prizes  in  exchange  for  a  fee.  What  is  alarming  is 
that  more  than  3 1%  of  them  have  responded  to  the  offer.  You  might  think,  Mr.  Chairman,  that,  by 
this  time,  everyone  who  has  not  been  living  in  Biosphere  for  the  past  two  years  would  have  heard 
about  sweepstakes  promoters  who  call  you  and  tell  you  that  you  have  won  a  new  car  and  just 
have  to  send  $1,000  to  pay  the  taxes  and  shipping  fees.  But,  unhappily,  such  is  not  the  case.  We 
receive  approximately  200  calls  each  day  from  victims  of  sweepstakes  fraud. 

Many  of  those  who  have  been  victims  of  sweepstakes  fraud  and  related  frauds  offering 
free  trips  and  vacations  are  now  being  contacted  by  those  who  bilked  them  out  of  their  money  and 
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told  that,  for  a  fee,  the  lost  money  can  be  recovered.  These  calls  come  from  so-called  "recovery 
rooms"  and  only  serve  to  prove  out  the  wisdom  of  the  old  saying  about  "once  bitten".  Millions  of 
dollars  each  year  are  lost  to  boiler  room  operators  who  turn  their  old  victim  lists  into  gold  mines. 

Thousands  of  Americans  are  fleeced  by  con  artists  promoting  work  at  home  schemes,  such 
as  offering  $1  apiece  for  stuffing  envelopes;  loans  for  people  with  bad  credit  or  no  credit;  low 
interest  credit  cards;  fabulous  job  opportunities  on  cruise  ships  or  in  Australia;  investments  in 
wireless  cable  companies  and  mobile  radio  franchises;  vending  machines  with  guaranteed  profits; 
and  opportunities,  for  a  fee,  to  sell  worthless  property  at  a  huge  profit. 

The  range  is  limitless,  bound  only  by  the  imagination  of  the  promoter  and  the  gullibility  of 
the  victim. 

In  varying  degrees,  individual  Americans,  small  businesses,  and  large  corporations  all 
suffer  at  the  hands  of  con  artists.  The  result,  Mr.  Chairman,  is  a  no-win  situation  for  everyone. 
Large  businesses  sustain  losses  -  the  credit  card  industry  alone  almost  $1  billion  each  year  -  which 
they  pass  on  in  increased  fees.  Small  businesses  must  absorb  these  losses  or  must  raise  prices  and 
fees  in  highly  competitive  local  and  regional  markets.  The  consumer  takes  the  brunt  of  higher 
prices  and  fewer  choices  in  the  marketplace.  Individuals,  many  of  whom  can  least  afford  it,  sustain 
heartbreaking  financial  damage  at  the  hands  of  telephone  promoters. 

Law  enforcement  and  regulatory  agencies  must  devote  scarce  public  resources  to  control 
one  of  the  easiest  crimes  to  prevent.  The  public  is  partly  to  blame  for  the  high  incidence  of  fraud. 
If  more  Americans  took  just  a  little  bit  of  trouble  and  stopped  to  think  about  the  offers  they 
receive  over  the  phone,  they  could  prevent  most  of  the  fraud  taking  place  today  It  is  the  only 
crime  which  can  be  prevented  by  just  hanging  up  the  phone  or  throwing  the  promotional  post  card 
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in  the  trash. 

Telephone-related  fraud  also  takes  its  toll  on  the  legitimate  telemarketing  industry.  Many 
of  these  telemarketing  operations  are  small  businesses,  run  out  of  phone  banks  in  small 
communities.  Although  fraudulent  telemarketing  represents  a  small  percentage  of  total  sales  - 
about  eight  per  cent  -  the  whole  industry  is  tainted.  A  Pennsylvania  telemarketer  once  told  me  that 
she  had  a  difficult  time  retaining  her  employees,  because  the  public  had  such  a  negative  perception 
of  people  who  engaged  in  outbound  telemarketing.  Many  calls  ended  in  obscenities  and  hangups. 
Despite  Herculean  efforts  on  the  part  of  industry  associations  such  as  the  Direct  Marketing 
Association  and  the  American  Telemarketing  Association  to  police  the  industry,  the  small 
minority  of  bad  apples  outshines  the  good.  It  is  the  bad  apples,  Mr.  Chairman,  not  the  good  ones, 
which  phone  at  the  wrong  time  and  engage  in  high  pressure  sales  pitches 

Deceptive  and  misleading  telephone  sales  practices  have  created  greater  suspicion  of  all 
telephone  solicitations.  Public  opinion  survey  firms,  for  example,  report  a  much  greater  reluctance 
on  the  part  of  potential  respondents.  One  firm  reports  a  60%  turndown  on  requests  to  take  part  in 
its  surveys  -  simply  because  those  called  often  believe  they  are  going  to  be  solicited  to  purchase  a 
product  at  the  conclusion.  Even  worse,  some  believe  that  the  information  collected  in  the  so 
called  anonymous  random  sample  survey  will  be  collected  and  used  for  marketing  purposes.  This 
high  turndown  rate  dramatically  affects  the  cost  of  conducting  random  sample  surveys. 

The  Congress,  federal,  state,  and  local  agencies,  consumer  advocacy  groups,  local 
organizations  which  deal  with  the  elderly,  and  the  national  media  have  all  taken  up  the  fight 
against  deceptive  and  misleading  telephone  practices,  as  well  as  the  nuisance  caused  by  late  night 
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phone  calls  hawking  everything  from  ostrich  chicks  to  credit  checks. 

Nuisance  phone  calls  and  deceptive  and  misleading  telephone  promotions  are  still  with  us. 
They  are  at  the  root  of  the  larger  problem  of  telemarketing  fraud.  And  much  of  the  blame  for  the 
persistence  of  nuisance  phone  calls  rests  with  the  Federal  Communications  Commission. 

In  1991,  the  Congress  enacted  The  Telephone  Consumer  Protection  Act,  legislation 
which  was  aimed  at  providing  a  way  for  consumers  to  avoid  repeat  calls  from  telemarketers. 
Those  who  considered  the  calls  a  nuisance  were  granted  a  legal  right  to  have  their  names  removed 
from  call  lists.  This  seemed  to  be  a  reasonable  solution  to  the  problem  of  unwanted  telephone 
calls.  Unfortunately,  the  reasonable  intent  of  this  legislation  was  thwarted  by  the  federal 
regulatory  process.  Congress  left  to  the  Federal  Communications  Commission  the  task  of 
translating  the  general  goals  of  the  Act  into  specific  regulations  and  sanctions.    In  1992,  the 
agency  issued  a  Notice  of  Proposed  Rulemaking  to  carry  out  the  Telephone  Consumer  Protection 
Act.  The  proposed  regulations  contained  in  the  FCC's  notice  failed,  in  every  respect,  to  carry  out 
the  intent  of  Congress.  The  FCC  dealt  with  the  problem  of  nuisance  telephone  calls  by  suggesting 
that  telemarketers  themselves  collect  names  and  telephone  numbers  of  individuals  who  did  not 
want  to  receive  further  telephone  solicitations.  We  argued  that  the  most  effective  way  to  protect 
the  public  against  nuisance  telephone  calls  would  be  to  provide  a  post  card  form  which  could  be 
dropped  off  at  any  U  S  Postal  Service  facility.  The  names  and  addresses  of  all  those  who  wanted 
to  be  relieved  of  these  nuisance  calls  would  be  added  to  a  national  database  from  which 
telemarketers  could  collect  names  of  those  who  did  not  want  to  be  called.  The  FCC  rejected  these 
proposals  out  of  hand  and  sided  with  a  policy  of  industry  self-regulation 
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The  FCC  refused  to  listen  to  those  who  claimed  that  such  a  policy  would  not  work.  .  The 
National  Consumers  League  argued,  in  comments  before  the  FCC,  that  the  Commission  was 
doing  a  disservice  to  consumers  by  permitting  the  telemarketing  industry  to  establish  its  own 
procedures  for  handling  requests  for  deletion  from  call  lists.  We  said  it  would  not  work.  And  we 
were  right  We  requested  that  the  FCC  throw  out  its  unworkable  proposed  set  of  regulations  and 
start  over  with  a  new  set  of  proposed  regulations  which  met  the  intent  of  Congress  and  which 
provided  protection  to  consumers.  The  FCC  refused.  The  FCC  issued  regulations  which 
authorized  each  telemarketing  firm  to  keep  a  list  of  those  who  reported  they  did  not  want  to 
receive  calls  and  left  it  to  each  telemarketer  to  come  up  with  a  procedure  for  removing  the  names 
from  call  lists.  The  penalties  for  failure  to  comply  with  requests  to  discontinue  sales  calls  upon 
request  were  virtually  non-existent.  For  an  individual  to  seek  redress,  it  was  necessary  to  keep  an 
accurate  record  of  incoming  calls  and  "do  not  call"  requests  to  specific  companies.  In  order  to 
prosecute  a  company,  the  abused  individual  would  have  to  go  into  small  claims  court  and  sue  the 
offending  telemarketer.  Needless  to  say,  no  case  has  been  pursued  to  conclusion  in  any  small 
claims  court.    A  recent  Congressional  study  of  the  success  of  the  Telephone  Consumer 
Protection  Act  indicates  that  few,  if  any,  telemarketers  are  taking  it  seriously.  It  is  the  FCC, 
therefore,  which  must  shoulder  most  of  the  blame  for  the  continued  nuisance  of  unwanted 
telephone  calls  The  agency's  total  intransigence  in  dealing  with  a  sensitive  consumer  issue 
constitutes  one  of  the  most  blatant  examples  of  bureaucratic  sleight  of  hand  I  have  witnessed  in  25 
years  in  Washington.  We  have  a  new  Administration,  Mr.  Chairman,  and  new  staff  at  the  FCC. 
But  we  still  have  the  notorious  set  of  regulations  put  in  place  in  1992. 
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Several  of  the  provisions  of  the  Telephone  Consumer  Protection  Act  are  included  in  new 
legislation  covering  telemarketing  fraud  practices.  Section  3  of  PL  103-297  specifically  charges 
the  FTC  with  the  requirement  to  include  new  rules  regulating  telephone  calls  which  the  reasonable 
consumer  "would  consider  coercive  or  abusive  of  such  consumer's  right  to  privacy".  The  FTC  is 
also  authorized  to  regulate  the  calling  hours  of  all  telemarketers.  We  anticipate,  Mr.  Chairman, 
that  the  Federal  Trade  Commission  will  accept  the  rulemaking  authority  which  the  Federal 
Communications  Commission  declined  and  finally  put  into  practice  a  comprehensive  set  of 
regulations  giving  consumers  the  right  to  be  left  alone    This  is  a  vital  first  step  in  an  overall  policy 
which  aims  to  deny  deceptive,  abusive,  and  fraudulent  promoters  the  free  use  of  the  phone. 


PL  103-297,    The  Telemarketing  and  Consumer  Fraud  and  Abuse  Prevention  Act  of 
1994.  acknowledges,  for  the  first  time,  the  unique  role  played  by  the  telephone  in  deceptive 
marketing  practices.  Before  Congress  acted,  telemarketing  fraud  and  telephone-related  fraud  were 
lumped  in  a  general  category  of  deceptive  or  fraudulent  practices,  known  as  "white  collar  crime" 
or  "economic  crime"  PL  103-297,  signed  by  the  President  on  August  16,  elevates  telemarketing 
fraud  to  a  unique  status  among  economic  crimes  and  puts  the  executive  branch  on  notice  that  it 
must  deal  with  this  problem  decisively  and  directly.  The  Act  regulates  telemarketing  industry 
practices  and  requires  the  Federal  Trade  Commission  to  hold  a  regulatory  proceeding  to  develop 
new  rules  and  regulations  to  curtail  some  of  the  more  abusive  and  deceptive  consumer  fraud 
practices. 

We  have  already  held  preliminary  discussions  with  FTC  officials  about  the  regulatory 
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process  involved  in  arriving  at  final  rules  and  regulations  covering  the  telemarketing  industry.  The 
Commission  plans  to  issue  final  regulations  within  the  one-year  deadline  imposed  by  Congress  and 
will  conduct  a  thorough  review  of  existing  telemarketing  industry  practices  to  insure  that  the 
legitimate  needs  and  interests  of  telephone  solicitors  are  considered.  This  is  very  encouraging. 

We  have  already  seen  how  the  good  intentions  of  Congress  were  thwarted  by  the  Federal 
Communications  Commission  on  the  question  of  unwanted  telemarketing  calls.  I  have  seen  the 
regulatory  process  at  work  on  the  question  of  900  numbers.  In  this  case,  the  pay-per-call  industry 
flooded  the  halls  of  regulatory  Commissions  with  so-called  expert  witnesses  and  outshouted  and 
"out  lawyered"  those  who  represented  the  American  public.  We  were  pleased  that  the  Federal 
Trade  Commission  heard  the  consumer  above  the  din  of  900  number  industry  representatives  and 
came  up  with  rules  and  regulations  which  have  turned  900  numbers  into  electronic  Edsels.  We 
anticipate  that  the  same  sense  of  fairness  will  prevail  in  the  case  of  telemarketing  and  telephone 
fraud. 

As  this  regulatory  process  unfolds,  Mr.  Chairman,  we  will  be  watching  to  make  sure  that 
the  final  regulations  adopted  by  the  Commission  incorporate  a  broad  definition  of  "telemarketing". 
There  are  two  important  matters  to  consider  in  defining  this  industry.  The  first  is  that 
telemarketing,  per  se,  is  no  longer  restricted  to  telephone  sales.  While  the  telephone  is  normally 
used  at  some  stage  in  the  transaction,  current  telemarketing  practices  involve  a  host  of  new 
"tele"  sales  techniques,  including  use  of  the  Internet,  home  computers,  and  television.  In  the  near 
future,  we  expect  to  see  interactive  video  sales.  Therefore,  the  FTC  must  be  careful  not  to 
restrict  its  rulemaking  authority  to  sales  which  are  telephone-based  alone.  It  must  acknowledge 
that  "tele"  no  longer  means  "telephone".  It  means  any  one  of  a  number,  of  media  available  to  the 
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legitimate  marketer  and,  by  extension,  to  the  fraudulent  and  deceptive  promoter.  If  it  adopts  an 
overly  restrictive  definition  of  "telemarketing",  it  will  provide  a  gigantic  loophole  through  which 
fraudulent  and  deceptive  promoters  will  direct  their  sales. 

The  second  matter  of  great  importance  in  developing  its  new  rulemaking  authority  is  that 
the  Commission  must  be  careful  to  take  full  advantage  of  the  authority  granted  by  Congress  to 
prescribe  rules  which  "may  include  acts  or  practices  of  entities  or  individuals  that  assist  or 
facilitate  deceptive  telemarketing,  including  credit  card  laundering."  What  I  believe  this  means, 
Mr  Chairman,  is  that  the  Congress  wants  the  FTC  to  expand  its  rulemaking  authority  to 
encompass  the  "means"  by  which  fraud  is  carried  out. 

Today,  this  includes  not  only  credit  card  laundering,  but  also  direct  debit  from  checking 
accounts,  wire  transfer  of  funds,  use  of  electronic  money  orders  charged  to  credit  card  accounts, 
and  other  ingenious  means  of  removing  money  from  victims'  pockets  and  getting  it  into  the  hands 
of  con  artists. 

The  expanded  use  of  sophisticated  transaction  mechanisms  is  one  of  the  hallmarks  of  late 
20th  century  fraud  and  one  which  will  continue  to  challenge  regulators  and  enforcement  officials 
unless  something  is  done.  I  will  discuss,  later  in  my  testimony,  one  very  serious  gap  in  regulatory 
authority  -  the  growing  use  of  checking  account  debit  in  pursuit  of  fraudulent  transactions.  The 
FTC  appears  to  have  authority  to  fill  this  gap.  And  I  sincerely  hope  that  the  Commission  will  take 
advantage  of  it,  since  neither  the  banking  industry  nor  federal  regulators,  such  as  the  Federal 
Reserve,  are  disposed  to  do  so. 

Those  of  us  who  have  fought  for  passage  of  The  Telemarketing  and  Consumer  Fraud  and 
Abuse  Prevention  Act  sincerely  hope  that  the  legislation,  as  incorporated  in  tough  new  regulatory 
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authority  for  the  Federal  Trade  Commission,  will  not  be  rendered  ineffective  by  failure  to  assign 
sufficient  staff  and  funding  to  the  job  of  telemarketing  fraud  enforcement.  The  Commission's 
Bureau  of  Consumer  Protection  has  several  divisions  which  oversee  specific  market  and  trade 
practices.  We  propose  that  the  Commission  incorporate  a  specific  entity  dealing  with  the  growing 
menace  of  consumer  and  small  business  fraud  within  the  Bureau  The  Commission  staff  does  an 
excellent  job  with  the  meager  resources  currently  at  hand.  It  now  needs  to  have  adequate 
resources  so  that  it  can  curtail,  rather  than  just  control,  the  menace  of  consumer  fraud 

The  telemarketing  fraud  legislation  served  notice  that  Congress  was  serious  about  dealing 
with  this  growing  national  problem  One  of  the  most  far  reaching  provisions  of  this  Act  may  very 
well  be  the  section  which  authorizes  state  Attorneys  General  to  file  suit  in  federal  courts  seeking 
injunctive  relief  against  out-of-state  telemarketers  directing  promotions  at  in-state  residents.  The 
law  provides  a  private  right  of  action  against  telemarketers  and  regulates  calling  hours  and  certain 
other  practices  of  telemarketers. 

The  National  Association  of  Attorneys  General  and  The  National  Consumers  League 
fought  long  and  hard  to  have  these  provisions  included  in  the  Act    One  of  the  reasons  why 
telephone-related  fraud  has  become  a  major  national  problem  is  that  boiler  rooms  operators  can 
set  up  in  one  state  and  direct  its  calls  all  around  the  country,  often  undetected.  The  boiler  room 
avoids  infractions  of  local  statutes  by  avoiding  calls  within  the  jurisdiction  from  which  it  operates. 
It  has  been  virtually  impossible  for  out-of-state  authorities  to  track  down  and  file  suit  against 
these  telephone  promoters.  With  the  new  Act,  it  will  become  a  simple  matter  for  state  Attorneys 
General  to  file  for  injunctive  relief  in  a  U.S.  District  Court  in  their  jurisdiction,  directed  against  a 
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boiler  room  in  another  jurisdiction. 

This  provision  will  have  a  dampening  effect  on  current  boiler  room  practices 

But  you  have  to  think  of  these  promoters  as  if  they  were  an  army  of  fire  ants  invading 
your  house.  Stamp  them  out  in  one  place  and,  lo  and  behold,  they  crop  up  somewhere  else.  The 
National  Fraud  Information  Center  tracks  movements  of  boiler  rooms,  using  some  sophisticated 
electronic  technology  to  spot  new  boiler  rooms  and  long-time  boiler  room  operators  who  have  re- 
located. It  is  our  view  that  PL  103-297  will  cause  boiler  rooms  to  seek  sanctuary  abroad.  We 
should  be  looking  for  many  of  them  to  start  operating  out  of  Canada  or  in  friendly  Caribbean 
islands.  The  installation  of  modern  telecommunications  systems  throughout  most  of  the  Western 
Hemisphere  makes  it  simple  for  them  to  move  offshore  and  direct  calls  inland 

We  have  already  seen  some  movement  of  telemarketing  boiler  rooms  to  Canada,  primarily 
in  the  Toronto  and  Montreal  area.  This  summer,  the  federal  government  sought  indictments 
against  some  44  boiler  room  employees  operating  out  of  Canadian  locations,  most  of  them 
promoting  phony  gemstones  to  U.S.  investors.  In  spite  of  vigilant  enforcement  efforts  and  a  high 
degree  of  co-operation  between  U.S.  and  Canadian  authorities,  this  outward  migration  is  bound 
to  continue.  The  National  Consumers  League  has  sponsored  some  initial  meetings  of  consumer 
groups,  enforcement,  and  regulatory  officials  to  begin  to  deal  with  this  new  and  growing  menace. 
My  fear,  of  course,  is  that,  if  we  stamp  them  out  in  Canada  and  even  the  Caribbean,  they  will 
simply  move  to  Europe  or  Asia. 

One  of  the  problems  which  has  become  abundantly  clear  to  us  as  we  try  to  unravel  the 
intricacies  of  international  fraud  operations  is  how  difficult  it  is  for  our  authorities  to  deal  with 
complex  crimes  like  offshore  fraud.    We  do  have  enforcement  agency  representatives  in  many 
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major  capitals,  but  we  lack  the  know  how  and  the  intelligence  capability  to  deal  effectively  with 
international  con  artists.  We  are  also  subject  to  a  dazzling  array  of  complex  international 
agreements  and  restrictions  which  hinder  our  efforts  to  go  after  off-shore  fraud  operations.  We 
therefore  recommend  that  the  Congress  consider  establishment  of  a  federal  study  commission  to 
look  into  the  current  status  of  international  law  enforcement  agreements.  We  must  determine  if 
we  can  make  some  sense  out  of  current  practice  or  recommend  changes  which  will  enable  us  to 
meet  this  problem  head  on,  as  it  develops  -  not  after  it  gets  out  of  control. 

The  Violent  Crime  Control  and  Law  Enforcement  Act  of  1994  is  another  major  new 
weapon  in  the  fight  against  fraud. 

The  legislation,  for  example,  provides  stiffer  penalties  for  felonious  acts  of  telemarketing 
fraud  directed  against  the  elderly.  It  also  provides  for  mandatory  restitution  in  such  cases.  As  you 
are  undoubtedly  aware,  Mr.  Chairman,  the  burden  of  loss  in  telemarketing  fraud  falls  especially 
hard  on  the  elderly.  Approximately  65  per  cent  of  the  calls  we  receive  on  our  national  hotline 
come  from  individuals  who  describe  themselves  to  our  counselors  as  "elderly"  or  "retired".  The 
Act  describes  this  type  of  fraud  as  a  form  of  "terrorism"  against  the  elderly.  This  does  not,  in  any 
way,  overstate  the  case.  We  are  pleased  that  the  Congress  has  given  this  situation  special 
prominence. 

The  Violent  Crime  Control  and  Law  Enforcement  Act  also  deals  with  a  problem  that  is 
especially  critical  for  small  business.  It  concerns  the  laundering  of  credit  card  transactions,  which  I 
have  mentioned  previously. 
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The  practice  of  laundering  credit  card  transactions  is  a  clear  violation  of  merchant 
agreements  with  banks,  but  has  not  historically  been  considered  a  violation  of  law.  Under  the  new 
Act,  it  is  a  federal  crime.  Both  the  merchant  and  the  con  artist  appear  to  be  in  violation. 

Many  small  businessmen  are  probably  unaware  that  the  practice  of  laundering  is  a 
violation  of  merchant  agreements  and  now  a  violation  of  federal  law. 

In  addition,  the  Act  adds  private  carriers  to  the  provisions  of  the  mail  fraud  statute.  Con 
artists  have  been  careful  to  ask  victims  to  send  their  money  via  private  carriers  such  as  Federal 
Express,  Airborne,  or  UPS  in  order  to  avoid  violation  of  the  mail  fraud  statutes.  Now  it  is  a 
violation  of  federal  law  to  pursue  a  fraud  via  private  carrier,  as  well  as  the  U.S.  mail. 

Both  the  "laundering"  provision  and  the  mail  fraud  provision  of  the  statute  will  effect  a 
profound  change  in  the  way  con  artists  ply  their  trade.  Within  the  next  few  months,  we  predict  a 
dramatically  increased  use  of  automatic  debit  from  checking  accounts  as  the  favorite  payment 
mechanism  of  fraud  artists.  Since  it  now  invites  a  visit  from  the  U.S.  Postal  Inspection  Service  to 
solicit  payment  by  check  sent  via  Federal  Express,  it  becomes  increasingly  advantageous  to  ask 
the  victim  for  his  or  her  checking  account  number  and  arrange  an  immediate  electronic  debit  or  a 
paper  draft  drawn  on  the  victim's  account.  If  the  victim  gets  smart  before  the  draft  or  debit  is 
presented  at  the  local  bank,  the  transaction  can  be  halted.  But,  in  cases  where  this  does  not 
happen,  it  is  a  quick  and  foolproof  way  to  complete  a  fraudulent  transaction. 

All  sorts  of  automatic  debit  schemes  are  entering  the  financial  services  market.  Individual 
checking  accounts  are  no  longer  a  secure  depository  of  funds.  There  are  too  many  ways  to  get 
money  out  of  accounts  without  the  prior  knowledge  or  permission  of  the  individual  account 
holder.  Many  banks  still  do  a  good  job  of  protecting  their  depositors.  But  others  do  not.  So  much 
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paper  is  flowing  through  the  system  and  so  many  electronic  pulses  are  coming  into  and  going  out 
of  their  accounting  systems  that  it  has  become  virtually  impossible  to  safeguard  individual 
accounts  from  electronic  theft.  Batch  processing  of  checks  and  other  debits  has  ended  the  era  of 
the  personal  banker.  Most  banks  are  aware  that  this  is  going  on,  do  very  little  to  stop  it,  and  are 
often  unwilling  to  protect  individual  depositors.  It  has  become  incumbent  upon  the  individual 
depositor  to  prove  that  the  electronic  or  paper  debit  from  his  or  her  account  was  not  authorized. 
It  is  no  longer  necessary  to  prove  that  written  permission  was  granted. 

Federal  officials,  here  again,  would  wish  the  problem  away.  A  number  of  consumer  groups 
are  marching  on  the  Federal  Reserve  Board  later  this  week  to  protest  the  agency's  unwillingness 
to  carry  out  its  own  regulations  controlling  unauthorized  debits  from  checking  accounts.  So  far, 
the  agency  is  much  more  concerned  about  promoting  the  free  flow  of  money  than  it  is  about 
protecting  the  sanctity  of  individual  checking  accounts.  The  American  Bankers  Association  and 
other  industry  trade  groups  also  refuse  to  deal  with  this  problem  -  or,  alternatively,  try  to  work 
out  ways  to  prevent  the  bank  customer  from  exercising  rights  currently  available  under  federal 
regulation  to  restore  funds  lost  through  unauthorized  debit  of  checking  accounts. 

As  I  mentioned  previously,  Mr.  Chairman,  the  FTC  now  appears  to  have  some  authority 
to  deal  with  this  problem.  If  the  Federal  Reserve  does  not  act  to  curb  the  practice  of  unauthorized 
debit  from  checking  accounts,  then  we  anticipate  that  the  FTC  will  do  so. 

Scams  involving  the  use  of  new  electronic  transaction  devices  will  undoubtedly  affect 
small  businesses.  We  are  about  to  see  the  launch  of  a  whole  new  generation  of  plastic  cards, 
"smart"  cards  which  can  handle  sophisticated  electronic  debits  and  deposits.  We  are  already 
seeing  debit  cards  and  electronic  benefits  systems  in  use  in  many  parts  of  the  country.  Here  again. 
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the  opportunities  for  fraud  are  tremendous.  They  involve  not  only  the  fraudulent  use  of  these 
devices  and  payment  mechanisms,  but  also  the  possibility  that  merchants  unfamiliar  with  complex 
authorization  procedures  involving  these  devices  may  run  afoul  of  regulations.  The  small  business 
owner  who  once  worried  about  hot  checks  must  now  add  hot  debit  cards,  altered  magnetic  strips, 
and  fraudulent  use  of  food  stamp  plastic  benefits  cards  to  his  or  her  worries. 

Consumer  groups,  Mr.  Chairman,  are  concerned  enough  about  the  potential  abuse  of  these 
systems  to  begin  paying  calls  on  federal  agencies.  We  have  tried  to  get  the  Federal  Reserve  to 
review  reports  of  violations  of  its  regulations  covering  unauthorized  debits  from  checking 
accounts,  but  have  been  unable  to  do  so.  Most  other  federal  regulatory  agencies,  including  the 
Justice  Department,  U.S.  Postal  Inspection  Service,  U.S.  Securities  and  Exchange  Commission, 
the  Federal  Bureau  of  Investigation,  Internal  Revenue  Service,  and  U.S.  Secret  Service  routinely 
accept  such  reports.  This  is  a  problem,  Mr.  Chairman,  which  can  have  a  direct  effect  on  small 
business.  Business  accounts  and  individual  accounts  are  in  equal  jeopardy. 

At  this  point,  the  Federal  Reserve  does  not  seem  to  take  the  problem  seriously.  And  the 
Federal  Trade  Commission  has  yet  to  unveil  its  proposed  regulations  covering  telemarketing 
fraud.  Should  neither  agency  choose  to  act  to  close  this  glaring  regulatory  loophole,  it  may  be 
necessary  for  the  Congress  to  consider  legislative  relief  for  the  small  business  and  individual 
consumer. 

In  searching  for  ways  to  avoid  infractions  of  the  Violent  Crime  Control  and  Law 
Enforcement  Act  of  1994,  con  artists  will  surely  gravitate  toward  the  services  of  electronic 
money  transfer  systems,  such  as  that  operated  by  Western  Union.  A  con  artist  anxious  to  get 
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funds  out  of  a  willing  victim  quickly,  cleanly,  and  with  a  short  audit  trail  will  encourage  the  victim 
to  send  the  money  via  Western  Union  electronic  money  order  systems.  The  con  artist  will  tell  the 
victim  that  the  money  needs  to  be  in  hand  immediately  so  that  the  new  car  or  other  fabulous  prize 
can  be  delivered  and  the  taxes  paid.  The  victim  will  be  told  the  location  of  the  nearest  convenience 
store  or  supermarket  outlet  offering  Western  Union  services.  The  money  can  even  be  sent  with  a 
credit  card.  The  con  man  gives  the  victim  a  name  to  whom  the  funds  should  be  sent  and  usually 
indicates  a  location  where  the  money  will  be  picked  up.  The  money  is  transferred  almost 
immediately  and  can  be  picked  up  at  any  one  of  thousands  of  Western  Union  locations  around  the 
country.  The  con  artist  collects  the  funds  within  minutes,  cashes  the  money  order  at  the 
convenience  store,  and  disappears.  This  type  of  transaction  makes  the  fraud  virtually  untraceable. 

The  Crime  Control  Act  authorizes  more  funding  for  federal  investigative  efforts,  including 
money  to  add  FBI  agents  and  Assistant  U.S.  Attorneys  to  the  task  of  pursuing  con  artists  and 
boiler  room  operations.  There  is  no  doubt  that  the  effort  to  curtail  fraud  suffers  from  lack  of  funds 
and  lack  of  personnel.  Funding  earmarked  for  this  effort  will  make  a  big  difference,  simply 
because  it  requires  personnel  hired  under  the  Act  to  devote  their  efforts  to  apprehension  and 
prosecution  of  offenders.  Civil  penalties  do  work  some  magic  on  con  artists,  but  there  is  no 
substitute  for  jail  time.  The  FBI  reports  that  many  of  those  apprehended  are  repeat  offenders. 
Putting  them  behind  bars  for  a  while  will  at  least  remove  them  from  the  action. 

The  passage  of  legislation  aimed  at  curtailing  telemarketing  and  telephone-related  fraud, 
Mr.  Chairman,  is  a  landmark  first  step  in  the  federal  government's  efforts  to  isolate  and  prosecute 
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criminals  who  prey  on  small  businesses,  older  Americans,  and  the  general  public.  I  do  want  to 
report  to  you  today  that,  in  addition  to  the  legal  arsenal  now  at  the  nation's  disposal,  is  an 
impressive  array  of  regulatory  and  enforcement  technology  which  is  working  to  meet  the 
challenge  of  white  collar  crime. 

As  I  mentioned  earlier  in  my  testimony,  our  National  Fraud  Information  Center  is  used 
daily  by  a  number  of  federal  agencies.  Data  on  victims  and  suspected  boiler  rooms  is  fed 
electronically  to  these  agencies  each  and  every  day.  We  report,  on  the  average,  50  or  60  new 
cases  of  telephone-related  fraud  each  day.  The  data  is  used  to  locate  witnesses,  identify  new  and 
existing  telemarketing  operations,  monitor  trends,  and  detect  new  types  of  scams.  We  are  pleased 
with  how  this  data  is  used  and  with  the  growing  success  of  these  agencies  in  locating,  tracking, 
and  apprehending  illegal  fraud  operations  throughout  the  country. 

We  have  developed  state  of  the  art  technology  unique  to  a  non-profit  organization.  Our 
electronic  systems  monitor  incoming  calls  for  information  of  specific  interest  to  a  variety  of 
federal,  state,  and  local  agencies.  Our  computers  are  able  to  detect  new  boiler  rooms,  track  the 
movement  of  existing  boiler  rooms  from  jurisdiction  to  jurisdiction,  identify  deceptive  promoters 
who  operate  out  of  mail  drops  and  postal  centers,  and  follow  activity  in  specific  geographic  areas 
for  signs  of  specific  targeting  efforts  on  the  part  of  fraud  artists.  Our  new  ""F.A.S.T.""  electronic 
alert  system  can  now  report  all  of  the  above  to  the  appropriate  authorities  within  two  minutes  of  a 
call  coming  into  our  national  hotline  center.  Before  the  National  Fraud  Information  Center  was 
established,  it  often  required  90  days  or  more  to  detect  a  scam  or  working  boiler  room  operation. 
We  have  reduced  that  to  two  minutes.  Our  system  has  identified  some  6,700  companies  suspected 
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of  deceptive,  misleading,  or  fraudulent  promotions  targeted  at  individuals  or  small  businesses.  We 
have  received  more  than  185,000  calls  during  the  past  two  years  from  individuals  and  small 
business  operators  concerned  about  offers  they  receive  or  suspecting  that  they  have  been 
victimized  by  con  artists.  And  we  have  submitted  about  40,000  incident  reports  to  the  Federal 
Trade  Commission's  electronic  fraud  database. 

The  data  we  submit  is  used  by  most  federal  regulatory  and  investigative  agencies,  all  of 
which  are  partners  with  the  Federal  Trade  Commission.  Our  data  is  also  used  by  a  variety  of  state 
and  local  agencies.  The  National  Association  of  Attorneys  General  which,  along  with  the  Federal 
Trade  Commission,  administers  the  national  electronic  fraud  database,  is  a  major  partner  in  this 
effort. 

Both  the  Federal  Trade  Commission  and  the  U.S.  Department  of  Justice  are  making 
sincere,  valuable  efforts  to  deal  with  the  problem  of  fraud.  The  Justice  Department  Criminal 
Division  has  established  a  telemarketing  fraud  working  group  to  pool  the  talents  and  know  how  of 
federal,  state,  and  local  enforcement  agencies.  We  have  been  asked  to  meet  with  this  group  to 
share  information  and  ideas  on  the  apprehension  and  prosecution  of  fraud  operations  We  also 
plan  to  hold  important  meetings  with  officials  of  both  the  FTC  and  the  Department  of  Justice  this 
fall  to  discuss  our  commitment  to  continue  the  work  of  the  National  Fraud  Information  Center. 
We  think  it  is  a  valuable  service  and  we  believe  it  represents  a  worthwhile  partnership  of  public 
and  non  profit  private  institutions,  working  together  on  solutions  to  a  common  problem. 

The  National  Consumers  League,  Mr.  Chairman,  appreciates  the  opportunity  to  testify  on 
the  important  issue  of  telephone-related  fraud,  particularly  as  it  applies  to  small  business. 


65 

Today's  hearings  are  particularly  timely  as  new  legislation  and  new  sanctions  directed  at 
deceptive,  misleading,  and  fraudulent  practices  take  effect.  I  have  discussed  in  my  testimony 
several  ways  in  which  the  Committee  can  take  an  active  role  in  implementing  the  Telemarketing 
and  Consumer  Fraud  and  Abuse  Prevention  Act  and  the  Violent  Crime  Control  and  Law 
Enforcement  Act  of  1994. 

We  thank  the  Congress  for  enacting  this  legislation  and  we  appreciate  your  interest  and 
your  support.  We  thank  you  for  your  encouragement  and  pledge  our  support  in  working  with  the 
Congress  and  Executive  Branch  to  put  these  crimes  on  hold. 

Thank  you  very  much. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  Richard  A.  Barton,  and  I  am  pleased  to  appear 
here  today  as  the  Senior  Vice  President  for  Government  Affairs  of 
Che  Direct  Marketing  Association  to  present  the  Association's 
views  on  fraud  by  phone  as  it  relates  to  the  small  business 
community. 

THE  DMA  AND  TELEMARKETING 

The  Direct  Marketing  Association  (DMA) ,  with  offices  m  New 
York  City  and  Washington,  D.C.,  is  a  national  trade  association 
representing  over  3,000  domestic  companies  and  organizations  that 
market  products  and  services  through  the  mail,  electronic  and 
print  media,  and  through  telemarketing. 

The  DMA  embraces  a  broad  range  of  companies  and 
organizations  that  share  a  concern  about  the  damaging  effects  of 
fraud  by  phone,  commonly  refered  to  as  "telemarketing  fraud". 
Some  DMA  members,  such  as  L.L.  Bean,  focus  on  "in-bound" 
telemarketing,  as  an  order-taking  service  for  customer 
convenience,  while  others,  such  as  Olan  Mills,  use  "out-bound" 
telemarketing  as  the  primary  means  to  promote  and  sell  their 
products  and  services  (See  Appendix  A) .   Other  DMA  members,  such 
as  DialAmerica  Marketing,  are  service  bureaus  that  advertise  and 
sell  the  products  and  services  of  other  companies  through 
telemarketing. 

These  DMA  members  --  as  well  as  the  many  charitable, 


68 


religious,  educational,  and  political  organizations  that  are  DMA 
members  and  widely  make  use  of  telemarketing  for  fund-raising  and 
membership  campaigns  --  share  an  important  stake  in  supporting 
efforts  to  combat  fraud  by  phone.   At  the  same  time,  they  want  to 
ensure  that  such  efforts  avoid  unnecessary  and  overly  restrictive 
measures  which  would  prohibit  or  unfairly  burden  legitimate 
telemarketing  activities. 

THE  VALUE  OF  TELEMARKETING  TO  BUSINESSES,  CONSUMERS  AND  THE 
ECONOMY 

Companies  in  nearly  every  sphere  of  the  business  world  use 
telemarketing  to  advertise  and  sell  their  goods  and  services.   In 
1991  there  were  4.4  million  employed  in  the  telemarketing 
industry,  with  a  sales  total  of  $275  billion  (See  Appendi::  B) . 

While  telemarketing  is  clearly  a  successful,  cost-effective 
method  for  DMA  members  to  advertise  and  sell  goods  and  services, 
the  benefits  of  telemarketing  for  consumers  and  the  economy  must 
not  be  overlooked.   Many  of  the  millions  of  American  consumers 
who  shop  by  phone  do  so  merely  as  a  matter  of  convenience.   For 
the  millions  of  individuals  who  have  disabilities  or 
responsibilities  that  prevents  them  from  easily  traveling  to  the 
stores  and  picking  up  the  item  of  their  choice.   The  ability  to 
purchase  the  product  of  their  choice  and  have  it  delivered  to 
their  doorstep  entirely  over  the  telephone  is  a  necessity  without 
which  the  quality  of  their  lives  would  be  significantly 
diminished  (See  Appendix  C) . 
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At  the  same  time,  telemarketing  is  clearly  a  growth  industry 
which  continues  to  generate  a  uniguely  flexible  range  of 
employment  opportunities  for  millions  of  individuals  who  might 
otherwise  be  unable  to  find  suitable  employment.   The  opportunity 
for  full-  or  part-time  employment,  at  different  times  of  the  day 
or  week,  and  at  different  levels  of  training  and  productivity, 
explains  why  telemarketing  is  viewed  as  an  attractive  and 
accommodating  field  of  employment  for  students,  single  parents, 
senior  citizens,  those  who  are  physically  challenged,  and  other 
individuals  who  are  unable  to  undertake  jobs  with  more 
conventional  schedules.   Finally,  it  offers  experienced  workers 
portability  in  a  type  of  employment  that  can  be  found  and  resumed 
after  relocation  to  virtually  anyplace  in  the  United  States. 

By  affording  such  widespread  marketplace  access  and 
employment  opportunities  where  neither  might  otherwise  be  found, 
telemarketing  has  helped  to  bolster  the  health  of  the  U.S. 
economy  through  its  contributions  to  personal  and  corporate 
income,  ta::  revenues,  product  and  service  development,  and 
consumer  demand.   It  is  indisputable  that  the  benefits  of  doing 
business  by  phone  extend  to  the  consumer  and  the  economy,  as  well 
as  to  the  businesses  and  other  organizations  involved. 

THE  DMA  WORKS  ACTIVELY  TO  COMBAT  FRAUD  BY  PHONE 

The  public's  confidence  in  the  legitimacy  and  reliability  of 
telemarketers  is  essential  to  the  continued  success  and  growth  of 
this  form  of  marketing.   Obviously,  legitimate  telemarketers  have 
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a  strong  incentive  to  support  reasonable  government  regulatory 
and  law  enforcement  efforts  to  combat  telemarketing  abuses,  as 
weil  as  to  mount  their  own  initiatives  to  maintain  the  integrity 
of  common  telemarketing  practices.   Criminals  using  the  telephone 
to  commit  fraud  do  a  great  deal  of  damage  to  legitimate 
businesses.   They  steal  sales  based  upon  deception  and  poison  the 
public  perception  of  reputable  telemarketers. 

As  cart  of  its  overall  approach  to  responsible  self- 
regulaticn  and  regard  for  customer  service  needs,  the  DMA  has 
been  actively  working  with  the  Federal  Trade  Commission  (FTC), 
the  national  Association  of  Attorneys  General  (NAAG) ,  the  U.S. 
Office  cf  Consumer  Affairs  (USOCA) ,  the  Department  of  Justice 
iDOJ),  the  Council  of  Better  Business  Bureaus  (BBB) ,  the  National 
Consumers  League  (HCL)  and  other  interested  parties  to  develop 
consumer  education  and  other  programs  to  rid  the  industry  of 
fraudulent  telemarketers. 

For  e::ample,  the  DMA  has  been  an  active  participant  in  the 
FTC's  Telemarketing  Fraud  Database  Program  since  its  inception  in 
1987.   The  DMA  was  also  a  founding  member  of  the  NCL  Alliance 
Against  Fraud  in  Telemarketing  and  is  currently  on  its  steering 
committee.   Among  other  things,  we  helped  to  produce  the 
Alliance's  "Consumer  Fraud  Handbook,"  which  is  used  by  consumer 
and  regulatory  agencies  nationwide. 

The  DMA  recognizes  that  the  best  weapon  against  any 
fraudulent  telephone  activity  is  an  informed  and  vigilant 
consumer.   To  this  end,  the  DMA  has  committed  extensive 
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association  resources  to  educating  consumers  on  how  to  protect 
themselves  in  their  telephone  transactions.   For  example,  the  DMA 
frequently  distributes  "Action  Line  Reports"  on  fraud  to  consumer 
media  across  the  country  (see  Appendi::  D) .   The  DMA  has  also 
produced  helpful  consumer  pamphlets,  such  as  its  "Tips  for 
Telephone  Shopping, "  which  was  one  of  the  first  consumer 
education  booklets  to  specifically  address  shopping  by  telephone. 
In  1990,  as  part  of  the  DMA's  activities  for  National  Consumers 
Week,  the  "Guidelines"  booklet  was  revised  to  include  information 
about  pay-per-call,  or  900-number,  telephone  services,  and  was 
published  in  si::  languages;  more  recently,  the  booklet  was 
revised  again  to  provide  updates  on  new  developments  in  telephone 
fraud  (See  Appendi::  E)  . 

The  DMA's  Committee  on  Ethical  Business  Practice  was 
established  to  examine  and  investigate  offerings  throughout  the 
direct  marketing  field  in  an  effort  to  improve  business  practices 
and  promote  consumer  protection.   Complaints  are  referred  to  the 
Committee  by  consumers,  "Action  Line"  reports,  and  industry 
members.   In  cases  involving  possible  law  violations  and  a  lack 
of  company  cooperation,  the  complaint  files  are  turned  over  to 
the  FTC,  the  office  of  the  Attorney  General  in  the  marketer's 
home  state,  the  U.S.  Postal  Inspection  Service,  or  some  other 
appropriate  law  enforcement  agency.   Recently,  the  Committee 
dealt  successfully  with  several  complaints  against  pay-per-call 
service  providers. 

For  a  number  of  years,  the  DMA's  published  materials  have 
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encouraged  telephone  marketers  to  abide  by  the  FTC's  Mail  Order 
Merchandise   30-Day)  Rule  when  shipping  prepaid  merchandise  'See 
appendi::  F)  .   DMA  worked  with  the  FTC  on  this  subject  by 
testifying  in  favor  of  applying  this  rule  to  shipments  of  prepaid 
merchandise  ordered  by  telephone.   The  FTC  has  recently  applied 
the  30-day  mail  order  rule  to  telephone  sales.   A  booklet 
describing  the  rule  and  outlining  business  responsiblities  will 
be  jointly  published  and  distributed  through  the  FTC  and  DMA. 
The  DMA  has  also  used  its  Mail  Order  Action  Line  to  help 
consumers  with  telephone  marketing  problems,  and  has  revised  its 
"Mailing  List  Practices  Guidelines"  by  adding  advertising 
acceptance  standards  which  include  telemarketing  offers. 

In  our  discussions  with  other  Congressional  committees,  the 
DMA  has  stressed  that  Congress  has  already  considered  and 
addressed  the  issue  of  fraud  by  phone  in  the  103rd  Congress  by 
passage  of  the  Telemarketing  and  Consumer  Fraud  and  Abuse 
Prevention  Act,  P.L.  103-297,  and  by  the  Federal  Trade  Commission 
Act  Amendments  of  1994,  P.L.  103-312. 

The  Telemarketing  and  Consumer  Fraud  and  Abuse  Protection 
Act  reguires  the  FTC  to  prescribe  rules  prohibiting  "deceptive 
telemarketing  acts  or  practices  and  other  abusive  telemarketing 
acts  or  practices,"  and  authorizes  enforcement  of  these  rules  by 
means  of  existing  FTC  powers  and  through  federal  civil  court 
actions  by  state  attorneys  generals  and  private  persons.   The  FTC 
rules  are  to  be  promulgated  by  ne::t  August,  and  the  FTC  is 
required  to  review  and  report  to  Congress  on  ^the  implementation 
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and  effects  of  the  legislation  five  years  after  the  date  the 
rules  are  issued.   The  DMA  is  planning  to  work  closely  with  the 
FTC  to  develop  these  rules  so  the  consumer  is  protected  as  much 
as  possible. 

The  Federal  Trade  Commission  Act  Amendments  signed  into  law 
in  August  of  this  year  will  greatly  strengthen  the  FTC's 
authority  when  dealing  with  "unfair"  advertising  practices.   This 
law  adds  to  the  already  growing  arsenal  of  weapons  the  FTC  can 
use  against  those  out  to  hurt  small  businesses  or  the  general 
public. 

PENDING  LEGISLATION  DEALING  WITH  FRAUD  BY  PHONE 

Currently  there  are  two  other  pieces  of  legislation  pending 
in  Congress  dealing  with  fraud  by  phone.   The  Senior  Citizens 
Against  Marketing  Scams  Act  (S.  557)  was  passed  by  the  Senate 
July  30,  1993.   This  piece  of  legislation  requires  harsher 
penalties  for  criminals  who  use  the  phone  to  engage  in  fraudulent 
activities  against  senior  citizens.   It  imposes  criminal 
forfeiture  and  victim  restitution  requirements,  a  broader 
application  of  the  mail  fraud  statutes  and  federal  credit  card 
laws,  and  the  establishment  of  a  national  toll-free  "hotline"  by 
the  Attorney  General  for  inquiries  about  telemarketers. 
Currently  there  is  no  house  counterpart  to  this  legislation. 

The  other  piece  of  legislation  concerning  "scams, "  the 
Elderly  Consumer  Fraud  Protection  Act  (S.  1217),  is  similar  to 
S.  557.   This  bill  has  provisions  regarding  cooperation  between 
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the  National  Telemarketing  Fraud  Working  Group  and  law 
enforcement  officials.   It  also  requires  the  Attorney  General  to 
designate  50  existing  full-time  equivalent  positions  for 
attorneys  and  sufficient  support  staff  to  be  assigned  to  consumer 
fraud  case  prosecutions  and  educational  programs.   DMA  supports 
both  pieces  of  legislation  as  long  as  they  are  implemented  with 
regard  to  protecting  the  honest  businesses  who  use  telemarketing 
to  market  their  product  or  services. 

CONCLUSION 

Marketing  by  telephone  is  a  legitimate  and  widespread 
practice  which  significantly  benefits  consumers  and  the  economy, 
as  well  as  the  many  businesses  and  nonprofit  organizations  that 
engage  in  this  activity. 

The  DMA  has  worked  closely  with  Congress  and  the  FCC  to 
enact  and  implement  the  TCPA  in  response  to  claims  that  some 
consumers  consider  certain  telemarketing  practices  to  be  annoying 
or  invasive  of  their  privacy.   The  DMA  has  also  worked  closely 
with  Congress  --  and  hopes  to  continue  working  closely  with  the 
FTC  --  to  enact  and  implement  rules  addressing  the  separate 
problem  of  deceptive  and  fraudulent  telemarketing  activities. 

The  DMA  is  committed  to  supporting  all  efforts  to  combat 
fraud  as  our  testimony  has  shown,  however,  we  are  hesitant  to 
prescribe  new  laws  for  this  effort.   There  are  many  laws 
currently  in  effect  to  help  those  fighting  fraud,  including  the 
two  laws  enacted  this  year.   In  a  few  years  the  TTTC  is  to  report 
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back  to  Congress  on  the  effects  of  the  new  telemarketing  fraud 
lav;  that  was  just  passed,  which  will  show  whether  existing  laws 
need  to  be  strengthened  or  new  laws  enacted.   We  urge  the 
Committee  to  provide  the  needed  resources  to  those  agencies 
fighting  fraud  and  require  them  to  work  more  closely  to  maximize 
their  efforts.   DMA  supports  the  laws  in  currently  in  effect. 
"Jew  laws  helping  to  combat  fraud  by  phone  are  useless  unless 
those  agencies  required  to  conduct  the  fight  are  fully  funded  and 
cooperate  7:1th  one  another  to  maximize  their  resources.   We 
believe  these  two  later  things  must  happen  before  businesses  and 
consumers  are  freed  from  the  terrible  specter  of  fraud. 

DMA  would  be  happy  to  work  with  the  Committee  to  help  in  a 
study  on  the  effects  of  current  anti-fraud  laws,  or  in  other 
ways.   This  concludes  my  testimony.   If  there  are  any  questions 
I  will  be  happy  to  answer  them. 
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l telemarketing  is  today's  hot  way  to  sell  computers. 
Olan  Mills  ciscovered  it  45  years  ago  as  a  great  way 
to  sell  an  oid-fashioned.  rather  mundane  product. 


"We  got  on 
the  phone" 


By  William  M.  Stern 

Take  a  LOOK  around  anv  living  room 
in  Middle  America  and  vou'rc  likely 
to  see  a  few  posed  familv  photo- 
graphs. Look  at  the  smail  engraving  in 
the  lower  left  corner.  Chances  are 
you'll  see  the  name  Olan  Mills. 

Olan  Mills  Inc.  :>  now  tne  iargest 
company  in  the  U.S.  specializing  in 
portrait  photograpny.  a  S5  billion 
business.  Still  privately  owned,  with 
estimated  saies  ot'  S4~5  million.  Olan 
Mills  nas  neanv  10'i  or  the  business, 
about  twice  the  share  ot'  its  nearest 
competitor,  publicly  ow ned  en  Corp. 
With  operating  margins  approaching 
15%,  Olan  Mills  is  also  more  profit- 
able. Its  competitors'  operating  mar- 
gins average  12%  to  13%. 

The  secret  of  its  success'  Olan  Mills 
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has  15.000  emplovees.  Only  1,500 
arc  photographers;  but  more  than 
7.000  peopie  are  on  the  phones  tour 
to  e:gnt  hours  a  day  in  search  ot' 
business.  "We  got  to  be  number  one 
because  ue  never  gave  up  on  telemar- 
keting,'' says  62-year-old  Olan  Mills 
II.  known  as  O.M.  Two.  A  soft -spo- 
ken ex -Army  pilot,  he  has  guided  the 
rirm  with  his  brother  Charles  George 
iC.G.i,  55,  since  their  lather,  now 
deceased,  stepped  down  in  the  early 
Seventies. 

"Our  competitors  have  tried  the 
phones,"  O.M.  Two  continues,  "but 
none  had  the  stomach  tor  it."  It's 
tedious  work.  As  is  true  in  most  tele- 
marketing, workers  quit  and  are  re- 
placed after  only  rwo  or  three  weeks 


Brothers  C.G.  (left) 
f  ana  Olan  Mills  II 
m  a  ccmoany 
studio  in 
Chattanooga 
Their  children 
take  no  part  in  the 
family  business. 
Is  it  for  sale? 


on  the  |ob.  "Despite  this."  O.M.  Two 
emphasizes,  "we  never  gave  up. 
That's  our  secret. " 

Competitors,  ov  contrast,  tenc.  to 
take  the  easier  path  ot'  making  deals 
with  major  retail  chains  and  setting  ud 
studios  in  the  corners  ot"  their  stores, 
crt  operates  its  studios  in  Sears  stores, 
I'CA  in  Kmarts.  American  Studios  in 
Wal-Marts.  and  ornately  owned  Life- 
touch  in  J.C.  Penney.  They  attract 
customers  with  newspaper  and  televi- 
sion advertising  and  by  being  where 
customers  shop  and  might  get  the 
impulse  to  book  a  sitting. 

Olan  Mills  doesn't  wait  for  such 
impulses;  it  tries  to  create  them.  Its 
sales  have  been  growing  8%  to  10%  a 
vear  tor  the  past  rive  vears;  its  compet- 
itors have  averaged  just  half  of  that. 

There's  nothing  magical  or  high- 
tech  about  Olan  Mills'  telemarketing. 
It  dates  back  to  194S.  when  the  com- 
pany was  16  vears  old.  Olan  Mills,  an 
ex-real  estate  salesman,  bought  a 
bankrupt  studio  in  Tuscaloosa,  Ala. 
He  then  crisscrossed  the  South  pho- 
tograpning  babies,  door-to-door, 
while  his  wife,  Man-,  processed  the 
film  back  in  Alabama. 

Mills  learned  about  the  power  of 
telemarketing  quite  by  accident.  One 
day  in  1948  an  Olan  Mills  salesman 
overheard  another  salesman  hawking 
wares  bv  phone.  He  tried  the  same 
technique  with  photography.  His  or- 
ders shot  up  400%  that  week.  The 
lesson  wasn't  lost  on  shrewd  Olan 
Mills,  who  quickly  installed  more 
phone  lines  and  hired  more  telephone 
salespeople. 

Telemarketing  didn't  solve  all  the 
problems.  Customers  were  suscepti- 
ble to  the  pitch  chiefly  at  Christmas. 
How  could  the  company  keep  the 
cash  Mowing  year-round?  "Back  in 
1952  Dad  had  this  idea  to  get  on  the 
phone  and  sell  a  package  of  three 
sittings  for  S3,  taken  over  a  12 -month 
period,"  says  C.G.  When  the  custom- 
er came  for  the  second  and  third 
sittings,  he  or  she  invariably  ordered 
additional  photos,  spreading  income 
throughout  the  \  ear  for  the  company. 
The  rest  is  hisrorv.  On  rhese  simple 
concepts  relieiouslv  executed,  Olan 
Mills  has  built  a  chain  of  1,000  com- 
pany-owned studios  not  only  in  the 
big  cities  but  alio  in  out-of-the-way 
places  like  Opelika.  Ala.,  Xcnia,  Ohio 
and  Puyallup,  Wash.  The  three-sit- 
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"It  sure  is  comforting  to  know  that 
the  Berber  Funds  are  making  it  possible 
for  Ginger  to  eat  well  and  sleep  well" 

PERFORMANCE  IS  WHAT  COUNTS!  Over  the  past  18  years  the 
Berger  100  Fund  and  the  Berger  101  Fund  have  achieved  an  impressive 
record  We're  proud  of  it.  but  more  important  is  the  investment  philosophy 
behind  our  outstanding  numbers.  Please  call  for  a  prospectus  and  study  it 
carefullv.  Each  fund  is  offered  for  a  minimum  investment  of  S250. 

Berger  Associates,  Inc.  •  (800)  333-1001 


The  Catalog  Connection  Is  back  In  FORBES  FY1!  This  colorful  advertis- 
ing section  Is  a  favorite  of  FORBES'  affluent  mail-order  enthusiasts. 

Whether  your  catalog  offers  the  latest  fashions,  sound  systems, 
sporting  equipment,  gourmet  foods  etc.,  make  sure  It's  seen  by 
FORBES  FYI  readers  —  In  The  Catalog  Connection.  They're  affluent 
and  ready  to  buy. 

To  showcase  your  catalog  In  the  Catalog  Connection, 
call  Unda  Loren:  212-620-2440  or  Fax:  212-620-2472. 

FYI  Date:  May  10,  1993 
Closing  Date:  March  12,  1993 


Olan  Mills 

tings-a-year  package,  now  SI 5,  re- 
mains the  cornerstone  of' Olan  Mills' 
business.  Average  sale  per  customer  in 
1992:  S60. 

When  siblings  O.M.  Two  and  C.G. 
assumed  the  reins  of  Olan  Mills  in 
1972,  sales  hid  grown  to  about  S20 
million.  They  moved  the  company 
headquarters  to  Chartanooga  and 
rode  a  fortuitous  demographic  tidal 
wave.  Baby  boomers  were  having  ba- 
bies of  their  own,  and  with  each  heav- 
enlv  bundle  there  was  need  for  updat- 
ed family  portraits. 

Today  the  baby  market  is  getting 
crowded,  but  fortunately  the  brothers 
expanded  into  school  and  yearbook 
photography  (1.5  million  a  year  to- 
day), church  directories  (S,000 
churches)  and  glamour  photogra- 
phy— providing  customers  with 
trendv  hairdos  and  designer  costumes 
for  their  pictures  (14  studios).  But 
familv  portraits  remain  the  bulk  of 
Olan  Mills'  business. 

Whv  haven't  competitors  simply 
copied  these  techniques?  "Their  pub- 
lic competitors  sell  a  cheaper  product 
and  chase  the  baby  market  almost 
exclusively,"  says  Interstate/Johnson 
Lane  analyst  Stephen  Shook.  Thus, 
thev  don't  get  the  follow-up  business 
Olan  Mills  does.  Shook  adds:  "In  the 
adult  portrait  market,  Olan  Mills  is  so 
big,  with  such  good  name  recogni- 
tion, there  is  no  competition  other 
than  mom-and-pop  studios."  O.M. 
Two  says:  "We'll  let  [the  others]  fight 
it  out  in  the  preschool  market,  which 
is  under  30%  of  our  sales.  We  may  lose 
a  tad  of  market  share." 

Unlike  some  of  its  competitors, 
Olan  Mills  remains  private.  O.M. 
Two  owns  51%  of  the  company; 
Charles  George  owns  49%.  But  the 
day  of  family  ownership  may  be  wan- 
ing. None  of  O.M.  Two's  and  C.G.'s 
five  children— aged  23  to  32— works 
in  the  company;  their  only  involve- 
ment is  in  a  "cousins'  council" 
briefed  regularly  by  senior  manage- 
ment. O.M.  Two  is  cutting  back  his 
involvement,  and  C.G.  is  in  poor 
health.  In  1990  the  brothers  elevated 
longtime  employee  Hampton  John- 
ston to  the  presidency. 

"There  are  no  plans  to  sell  this  firm 
or  take  it  public,"  says  O.M.  Two, 
"but  we'd  never  rule  out  any  possibil- 
ity." It  looks  like  more  of  a  probability 
with  every  passing  year.  ■■ 
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Sorry,  Right  Number 

Those  hated  phone  pitchmen  are  hotter  than  ever  and 
a  surprising  bright  spot  in  the  economy 


By  JOHNGREENWI.D 


DR.  ELIZABETH  ORSAY  WAS  HARD  AT 
work  in  the  trauma  center  of  Chi- 
cago's Lutheran  General  Hospital 
when  she  was  called  away  irom  a  pa- 
tient to  answer  the  phone.  To  her  anger 
and  dismay,  the  caller  was  a  telemarket- 
ing pitchman  who  was  touting  a  special 
buv  on  film.  'He  managed  to  get  through 
bv'  deceiving  the  secretary-."  the  5lUI 
steaming  physician  recalls.  "I  told  him 
that  what  he  had  done  was  totally 
unethical." 

That  kind  of  thoughtless  assault  on 
privacy  has  helped  put  telemarketing  high 
on  the  list  of  industries  Americans  love  to 
hate.  Whether  you  are  just  sitting  down  to 
dinner  or  anxiously  waiting  for  your  be- 
loved to  sav,  "I  wffl,"  the  phone  pests  al- 
wavs  seem  to  call  at  exactly  the  wrong 
time.  Often  the  despised  intruder  is  not 
even  human,  but  a  recorded  sales  message 
delivered  by  a  rapid-fire  automatic  dialing 
machine. 

Vet.  in  defiance  of  its  bad  reputation, 
the  business  of  peddling  ever\th>n*.from 
cpiiw  to  credit  cards'  jy  phone  has  be- 
come one  of  the  hottest  sectors  of  the  U.S. 
economy  and  a  bright  spot  in  the  job  mar- 
ket. The  value  of  goods  and  services  sold 
over  phone  lines  zoomed  from  S56  billion 


in  19S3  to  more  than  S300  billion  last  year. 
At  the  same  time,  employment  in  the 
business  climbed  from  175.000  workers  to 
5  million,  and  telemarketers  expect  to  hire 
an  additional  4.6  million  people  by  the  end 
of  the  decade. 

u.e  umusiry  has  flourished  because 
companies  find  "telemarketing  a  highly  ef- 
ficient wav  to  deliver  their  spiels.  With  the 
price  of  postage  rising  faster  than  tele- 
phone rates,  marketers  can  reach  out  and 
harangue  people  for  less  than  a  third  of  the 
cost  of  direct  mail.  "While  a  segment  of 
people  complain  about  telemarketing,  it's 
still  supereffective,"  explains  Robert  Blatt- 
berg.  a  marketing  professor  at  Northwest- 
em's  business  school.  "You  don't  need  a 
huge  response  rate  to  make  these  things 
work.  You  only  need  a  1%  to  2%  success 
rate  for  telemarketing  to  be  effective." 

Calls  to  consumers,  as  constant  as  they 
seem,  are  a  relatively  small  part  of  the  in- 
dustry. Pitches  to  other  businesses  gener- 
ate more  than  80%  of  the  revenues  of  tele- 
marketing and  account  for  some  90%  of  its 
jobs.  Companies  routinely  sell  one  another 
computers,  aircraft  and  other  products  by 
phone  because  it  is  far  cheaper  than  main- 
taining large  sales  forces.  Telemarketers 
can  reach  business  clients  for  about  S10  a 
completed  call,  in  contrast  to  the  SS00  it 
might  cost  a  firm  to  have  a  salesman 

TIME.  SEPTEMBER  13.  IW3 


knock  on  the  door  Says  Brenda  Bazan.  an  j 
IBM  marketing  executive  in  Northern  Cal-  j 
ifornia:  "We  simply  don  t  have  enough  | 
people  to  gei  new  customers,  and  we  view  = 
telemarketing  as  a  support  system.  I 

It  is  the  consumer  end  of  the  business  [ 
that  sparks  the  most  complaints.  Many 
pitches  to  homes  are  not  only  annoying 
but  also  criminal:  phony  offers  of  Florida 
real  estate  and  other  telescams  bilk  house- 
holds out  of  as  much  as  S-10  billion  a  year. 
Both  houses  of  Congress  passed  bills  to  en- 
able regulators  to  crack  down  harder  on 
such  abuses  after  FBI  agents  raided  95  te- 
lemarketing offices  and  arrested  210  peo- 
ple on  suspicion  of  fraud  earlier  this  year. 
The  measures  will  now  go  to  a  House- 
Senate  conference  committee,  with  a  final 
version  expected  to  reach  President  Clin- 
ton's desk  this  fall. 

Regulations  already  on  the  books  give 
consumers  the  right  to  have  their  names 
removed  from  telemarketers  lists.  But  an 
effort  to  ban  recorded  sales  pitches  has 
run  afoul  of  free-speech  protections.  After 
Congress  in  1991  prohibited  the  use  of 
autodialers  that  delivered  taped  mes- 
sages, an  Oregon  chimney  sweep  chal- 
lenged the  measure  in  federal  court. 
Three  months  ago.  he  won  a  ruling  that 
struck  down  the  lav.-,  the  FCC  is  expected 
to  appeal. 

For  all  the  enemies  the  industry  has 
made,  it  has  been  a  boon  to  job-hungry 
small  towns  and  cities,  particularly  in  the 
Midwest.  Omaha.  Nebraska,  became  the 
telemarketing  capital  of  the  U.S.  in  the 
late  1930s  bv  creating  tax  breaks  and  oth- 
er incentives  to  attract  the  pitchsters.  The 
policv  has  helped  lure  27  telemarketing 
firms  that  use  10.000  local  employees. 
"The  industry  grew  up  here  and  today 
represents  a  significant  portion  of  our 
i  economy."  says  Rod  Moseman.  a  Chamber 
1  of  Commerce  vice  president. 

In  the  hamlet  of  Schaller.  Iowa  (pop. 
S50).  a  firm  called  Schaller  Telemarketing 
has  helped  ease  the  loss  of  two  of  the 
town's  three  popcorn  plants.  Lucy  Hul- 
deen.  69.  pushes  bank  cards  and  auto-club 
memberships  from  Schaller  s  offices,  but 
she  is  no  fast-talking  operator.  Says  she: 
T  understand  that  the  last  thing  people 
want  to  do  sometimes  is  talk  to  someone 
who  is  selling  something,  and  I  try  to 
sympathize." 

It  takes  more  than  svmpathy  to  soothe 
telemarketing  foes  like  Bob  Bulmash.  who 
runs  Private  Citizen,  an  Illinois-based 
group  with  2.500  members.  Bulmash  puts 
his  members  names  on  a  "Do  not  call"  list 
that  he  sends  to  more  than  1.100  telemar- 
keters Firms  that  call  anyway  can  expect 
to  be  sued.  "If  privacy  doess't  exist  in  our 
homes."  Bulmash  says,  "it  doesn't  exist  at 
all."  The  rapid  growth  of  telemarketing 
promises  to  test  the  much  maligned  indus- 
try's respect  for  privacy  over  and  over 
again.  -*«N>rttd  m  bimiwMi  m.bctc*/ 
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WASHINGTON  BUSINESS/DECEMBER  2.  1991 


In  Salisbury,  Putting  Christmas  on  the  Line 

Telemarketing  Firm  Makes  Md.  City  a  Catalogue  Phone  Order  Center 


By  Butch  Kinerney 

Vnt  Diiit  Timet 


SALISBURY.  Md. 

Santa  Claus  is  coming  to  town. 
Or  at  least  some  of  his  helpers 
are. 

When  holiday  shoppers  phone  in 
their  Christmas  gift  lists  to  Santa's 
helpers  at  companies  like  Macy's.  the 
Sharper  Image.  Frederick's  of  Holly- 
wood and  Saks  Fifth  Avenue,  they're 
really  calling  operators  at  a  former 
ste3Khouse  here. 

For  more  than  a  year,  operators  at 
CallCenter  Services,  a  Cresskill. 
N.J. -based  telemaxKeting  company, 
have  answered  phones  here  for  cata- 
logue orders  from  across  the  nation. 
Each  day,  two  facilities  in  Salisbury 
handle  about  10,000  phone  calls  for 
catalogue  orders  and  customer  ser- 
vice. Each  call  takes  about  three  min- 
utes to  process  in  the  24-hour-a-day, 
seven-day-a-week  facilities. 

CallCenter  employees  consider 
themselves  a  high-tech  answering 
service  that  takes  and  processes  or- 
ders to  central  warehouses  across  the 
nation,  and  neither  rain  nor  snow  nor 
dark  of  night  stops  the  operation. 

Companies  like  Macy's  and  the 
Metropolitan  Museum  of  Art  are  join- 


ing a  growing  list  of  firms  that  use  the 
services  of  the  20  companies  similar 
to  CallCenter. 

CallCenter  Executive  Vice  Presi- 
dent Douglas  Comfort  says  mid-sized 
companies  that  cannot  afford  to  staif 
multiple  phone  lines  or  buy  expensive 
computers  can  have  their  work  done 
for  them.  CallCenter  charges  its  cus- 
tomers on  a  per-phone-call  basis. 

CallCenter  began  operation  in 
1986  and  moved  to  Salisbury  almost 
two  years  ago.  Salisbury  was  chosen, 
according  to  Comfort,  because  it  is  a 
point-ol'-presence  city,  meaning  that 
it  is  a  drop-off  point  for  long-distance 
carriers  American  Telephone  and 
Telegraph  Co.  and  MCI  Communica- 
tions Corp.  The  city  also  boasted  an 
ample  and  competent  labor  supply, 
Comfort  said. 

"We  liked  the  quality  of  people  we 
saw  here."  said  Comfort.  "We've  been 
very  pleased  so  fax  with  the  caliber  of 
people  who've  worked  for  us." 

Comfort  said  CallCenter  makes 
most  of  its  promotions  and  manageri- 
al choices  in  the  area.  "We  have  lots 
of  talent  right  here,"  said  Salisbury 
division  director  Steve  Groom.  "We 
make  our  additions  to  management 
from  within." 

Operators  begin  by  learning  the 


Frederick's  of  Hollywood  catalogue 
and  merchandise  line  and  move  on  to 
other  sales.  Some  experienced  opera- 
tors know  as  many  as  10  companies' 
products.  A  computer  tells  operators 
which  company  a  person  is  calling  and 
the  operator  can  immediately  access 
a  computerized  order  form. 

Once  the  order  is  complete,  it  is 
electronically  sent  to  the  company's 
distribution  center,  from  which  the 
order  is  shipped.  The  entire  process 
can  take  as  little  as  a  couple  of  days. 

But  with  the  extensive  technology 
needed  to  run  the  operation,  what 
happens  when  power  fails  or  comput- 
ers break  down?  CallCenter  has  bat- 
tery-operated back-up  power  supplies 
and  soon  will  get  a  generator.  Each 
computer  program  is  written  in-house 
and  tested  before  it  is  used,  Comfort 
said.  A  technician  also  stands  by  to 
take  care  of  any  problems. 

Despite  the  recession  and  a  decline 
in  catalogue  mailings  because  of  high 
postage  <Jid  shipping  costs.  Groom 
and  Comfort  say  CallCenter's  busi- 
ne«  is  ff™iwip" 

"We  ve  grown  about  30  percent 
and  that  has  helped  us  get  through 
the  recession."  said  Comfort.  Groom 
said  CallCenter  expects  to  employ 
almost  300  people  by  Christmas.      ■ 


83 


APPENDIX        C 


84 


COMPUTER  SERVICES 

Good  Morning! 
Are  You  O.K.? 

Many  people  hang  up  when 
(hey  answer  the  phone  and 
hear  a  computerized  voice,  fig- 
uring it  is  probably  a  pre- 
recorded sales  pitch.  Not  the 


Clyde  Rltter  was  saved  by  the  bell 


talks  in  Osage,  Iowa.  Their  po- 
lice department  pays  for  a  tele- 
phone-dialing computer  ser- 
vice that  automatically  checks 
up  on  older  people  who  live 
^lone.  At  the  same  lime  every 
day,  n&  nwnpiim.tnllg  I>iul1 
and  says.  "Good  iMorning!  Are 
you  O.K.?"  If  they  answer 
"Yes,"  the  computer  hangs  up 
and  goes  on  to  the  next  num- 
ber. If  no  one  answers,  the 
computer  alerts  the  police. 

Developed  by  Bruce  John- 
son, a  local  computer  hobbyist, 
the  program  saved  the  life 
of  Clyde  Ritter.  73.  when  he 
fell  into  a  diabetic  coma,  and 
rescued  another  older  resi- 
dent, whose  hands  had  become 
stuck  in  a  window.  ■ 
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CityBusincss 


1CUS      TlLtCO* 


TELEMARKET 

\a*tlntnrrl  fm.u  ;»rge  21) 


allows    I 


ilut    I8-..«.Ii 


One  thine  hanit  changed-  hnwrwr.  Kor 
i.unv.  telemarketer!  are  still  Pnlmc  Enemy 
Nn.  I .  conjuring  up  image*  nf  ilmners  gmng 
cold  while  smiwilh-talking  salespeople  pitdi 
iMvr-limc-oiiry  ticals. 

Telemarketers  insist  that  tlwt  picture  is 
nn  Inncrr  accurate.  "What  people  need  tn 
realize  is  (hat  Irlcmarkcling  Started  out  pet- 
ting Irintl  nf  a  lud  rcpulatwm  lieeatue  of  a 
few  had  cRp."  satd  Maria  Dnmcfc,  bmnch 
manager  for  DuUtntenca  Inc.  one  of  the 
largest  Icleirmrkcting  firms  in  the  country. 
Tltc  Minneapolis  offiee  lias  200  employees. 


Teh-markctinc  initially  lent  itself  to  easy 
icinu  ant)  np-oiT  artists.  Domck  said;  site 
Micves  unci  federal  regulations  and  in- 
Imnsc  uimlcliiics  luvc  curited  much  of  the 
nefaniHis  aclivtry. 

Meyer  said  there  is  another  reason  that 
telemarketing  has  gnmcrcd  ill-will.  "It's  an 
obtrusive  medium,  111  admit  it.  Yon  can 
Inm  nfT  tltc  TV  or  ion  your  junk  mail.  IhiI 
lite  iclepltonc  is  the  most  olttnisrve  and.  of 
course.  il'C  innst  effective  because  people 
generally  ski  answer  their  telephone." 

To  tliose  who  are  in  involved  in  telemar- 
keting, the  ntrthud  has  great  significnnce. 

Suid  Doinrk.  'People  don't  realize  that 
kind  of  impact  telemarketing  has  on  our 
economy.  All  nf  Wall  Street  works  with 
telemarketing  Every  time  you  pick  up  lite 
plione    and    call    for    prna    you  re    using 


telemarketing.  People  just  seem  to  remem- 
ber lite  one  guy  who  calls  during  dinner,' 

Added  Hoob;  "Telemarketing  luis  us  im- 
portance in  the  20th  century  much  like  the 
nvcrs  had  importance  in  the  IStlt  century. 
lite  railroad  in  the  10th  century  and  the  in- 
terstate) tn  lite  early  pan  of  this  century.  It 
u  our  highway  to  lite  marketplace.'' 

Perhaps  most  importantly,  advocates  sav. 
developments  in  information  gathering  have 
made  the  dreaded  "cold  call"  a  thing  of  tlte 
past,  in  today's  high-tech  age,  tdemarseters 
are  provided  with  carefully  sorted  lists  of 
potential  customers. 

"We  really  try  to  target  the  kind  of  cus- 
tomer we  want  to  call.'  said  DiaUmenos 
Domek. 

Those  who  truly  Itate  telemarketers  can 
call  their  local  telephone  companies  and  re- 


of  residential  phone  subscnlicrs  who  n 
wam  m  I>c  called.  Under  federally  r 
dated  law.  telemarketing  companies  • 
maintain  an  in-liousc  list  of  those  people 

For  Don  Tymchuck.  president  of  -v 
Diet  laboratories  Inc.  in  Hymr 
telemarketing  has  proved  tn  be  tlic 
Ithmd  of  Ins  small  company.  Mcil-D.rt  > 
ufacturcs  and  distributes  foods  for  pad 
with  special  dietary  requirements,  oiler 
result  of  kidney  or  liver  di  sense, 

Tvmchiick  had  originally  envision? 
small  researdl  and  development  com 
that  would  use  major  companies  as  tu 
tribuion.  Out  die  big  players  were  wa 
the  mux  market 

"We  knew  there  wis  a  need.  Tltc  \ 
lem  w«  IurI  was  getting  the  product  l 
people  outside  of  the  normal  chani 
Tymchuck  said. 

The  fledgling  enterprise  couldn't  off 
field  sales  staff,  so  the  company  tried 
lading  potential  customers  like  mi 
Immes  and  lasspttals  directly  tlu 
tclcmnrketinc, 

"Wc  found  tlic  telephone  was  411  > 
lent  way  to  work.  Willi  the  atk-anrrs  in 
L-ninmiinivMtifHis  and  hnvcong  m  BM 
the  Irv..^-.  In  inner  rumen,  it  lievaiitc  a 
reniHimmil  »w  for  M  tn  ikt  lmsme*s. 
dtiick  sad 

Tulav.  lite  12- war-old  CtMHpMH  «k' 
lis  hiuinm  In  phiNMV  ami  (0  pcrvcnl 
njier.it  nig  cnsls  ;irr  ili-tiiti-d  In  irlrm- 
ing,  Tlir  trlrntnrkrttiic  opemlHm 


r.ir  ami  tin 
,iK  dmilmsl  us  sales  force 
..v-nHnn.  Tvim-hmk  sumI. 


Telemarketing  tod 
also  seems  to  be 
attracting  more 

long-term  employ e< 


T.k-i.wrketi.ig  Hatty  ids*.  tmiH  (.. 
lr.Rl.nt;  "ton*  baig-trflH  rniplinei" 
llmugh  stmk-iits  awl  mauH-wrves  Mil 
vale    .111    meiluuMlilHe    uuiplv    nf   Wro 

mine  w Millar  tmrker.  an-  ihifiii 

wanl  lltr  science  irf  1  hr  plame  1-..II 

JrlTWnlgr  first  started  h  h  itastki'li 
DiaLimenca  frrsh  <*it  trf  vttllegr  Trii 
Inter.  Wetlge  is  slid  working  Hie  pi 
Mitch  has  changed  since  ha  first  Marti 

"The  first  couple  week*  I  ««  n 
mlt  I  calls."  in  which  sellers  ramkinn 
|tenplu  ami  nukr  a  |titdi-  "TV  I 
diange  I've  seen  ti  Oialaincnca  luw 
Startetl  to  spcoalirr."  he  snnl. 

In  tlic  post,  conaiiiitrn  were  offer 
rrwnv  as  foa  magsoonc  nil  am  noons  for 
ctal  pnee.  But  tr^enairkcrtng  cwnpnnie 
ikjcnverril  a  htgh  ranrrfairtcnpitmi  l» 
on  |Im-  pnrt  of  lla*  llrhtgl^l  ClWtOtner. 

"Ntrw  tfarv  am  keying  in  <m  just  IMM 
on nc."  Wedge  said. 

ftiil  all  the  high-tedi  Information  on 
cialiitaJion  hns  not  wcwlctl  mil  tlie 
Umcs  Oflnoycd  ami  slutrp-iongitrd  on 
cr.  "If  you  are  calling  at  die  wrong 
rhey  will  let  you  know  thai.  They  II 
thrmv  it  in  your  fan.-  Wedge  satd. 

Hut.  lie  fpitckhr  added,  tlic  pay  is  lot 
lo  pass  up.  Wetlge,  wha  is  now  one 
abmenva's  la?»y  hitlers,  soal  he  lias 
aj  1  nueli  at  1 1  .HOD  In  fine  wrrk. 

Tltn  MPjry  is  rvHtretf."  he  saitl 
L1  ihr  hnl  iwft-litiK-  r.h  hi  town.  Y< 

...nkr  till  an  iNairrnirv    ' 

IJuvmI   SuKtmmn   is  4  /mf-/aac*   Wl 
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THE  NEW  YORK  TIMES,   WEDNESDAY 


A  Midnight  Call  From  Paul  Revere? 


The  unwelcome  technology  used  for  "junk"  phone 
calls  is  reappearing  as  an  pmerppnrv  warning  system. 
^^A+Wuston  company,  Environmental"* 
■Communications  Organization,  says  it  can  call  mofe-tf»*g_ 
100  phones  a  minute  with  a  30-second  message,  if  it 
receives  A  minutes'  notice.  Working  from  a  compute,  ized 
list,  the  system  could  call  everyone  in  the  path  of  a  cloud 
from  a  chemical  or  nuclear  power  plant,  said  Elizr.beth 
Olson,  executive  vice  president. 

Had  the  system  been,  available  to  Paul  Revere,  he 
■  fTTg*>fcb^ve_replaced  his  midnightTide  with  a  phone  call, 
even  com"rJ7!l1lln  n  |inn  tped  "-"^sapp  ("'17"*  Rritinh-^rg- 
coming! ")  with  an  an  ad  hoc  one  ("By  sea ! ").  The  call 
could  have  been  made  to  every  village  and  farm  in 
Middlesex  County,  and  to  key  personnel  in  distant  cities. 

A  telephone  call  is  a  better  signal  than  a  siren.  Ms. 
Olson  said,  explaining  that  a  hydrofluoric  acid  spill  in 
Texas  City,  Tex.,  in  1987  brought  people  out  of  doors, 
adding  to  exposure.  A  phone  warning  could  have  told 
them  to  stay  in  and  close  the  windows. 

But  an  emergency  notification  system  must  be  more 
reliable  than  phone  calls  used  for  solicitation.  Ms.  Olson 
said  her  company  uses  technology  to  adjust  for  factors 
that  confuse  many  automatic  call-placing  machines. 

MATTHEW  L.WALD 
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Direct  Marketing  Association.  Inc. 

Make  Sure  Those  "Invoices"  Are  Authentic  Before  You  Write  A  Check! 

By:  Robin  M.  Promoff,  Ethics  and  Consumer  Affairs 

Solicitations  in  the  guise  of  invoices  or  statements  of  account  are 
routinely  received  by  businesses  in  all  fields.  In  fact,  even  the 
Direct  Marketing  Association  is  not  immune  from  this  type  of 
solicitation.  One  arrived  just  recently  in  the  amount  of  $1,899.00 
for  a  classified  advertisement  which  was  never  placed  in  the 
directory  in  question.  Over  the  last  few  months  DMA  has  become 
aware  of  phony  directory  invoices  from  Switzerland  and  the  United 
Kingdom,  in  addition  to  those  from  U.S.  companies. 

These  mailing  pieces  can  be  deceptive  to  recipients  because  there 
is  often  no  indication  that  they  are  solicitations  to  be  listed  in 
classified  directories,  and  not  bills.  Publishing  companies  may  be 
confused  with  major  directories  due  to  the  commonplace  use  of  the 
"walking  fingers"  logo,  which  is  in  the  public  domain.  Not  only  do 
these  companies  use  invoices,  but  they  may  state  the  account  is 
past  due,  or  send  "renewal  notices",  as  if  there  has  already  been 
a  listing. 

U.S.  Postal  Service  regulations  state  that  the  solicitation  must 
bear  on  its  face  a  disclaimer  or  the  notice:  THIS  IS  NOT  A  BILL. 
THIS  IS  A  SOLICITATION.  YOU  ARE  UNDER  NO  OBLIGATION  TO  PAY  THE 
AMOUNT  STATED  ABOVE  UNLESS  YOU  ACCEPT  THIS  OFFER. 

The  regulations  also  require  that  a  disclaimer  notice  be  displayed 
in  conspicuous  boldface  capital  letters,  using  a  prominently 
contrasting  color  and  30-point  type.  Important  information  must  be 
on  the  face  of  the  solicitation  so  it  is  readily  apparent. 

Although  some  promotions  do  state  "This  is  not  a  bill..."  the 
general  appearance  of  the  promotion,  use  of  the  terms  "yellow 
pages"  and  "final  notice,"  and  the  use  of  a  reference  number 
generally  give  the  overall  impression  of  an  invoice,  when  the 
promotion  is  really  a  solicitation. 

The  DMA  Guidelines  for  Ethical  Business  Practice  state  in  Article 
#11:  "offers  that  are  likely  to  be  mistaken  for  bills  or  invoices 
should  not  be  used." 

DMA's  Committee  on  Ethical  Business  Practice  deals  with  many  cases 
such  as  these.  Most  of  the  companies  choose  to  self -regulate  and 
change  their  format,  making  disclosures  more  clear.  Companies  who 
choose  not  to  cooperate  are  referred  to  the  U.S.  Postal  Inspection 
Service  for  whatever  action  they  deem  appropriate. 

Be  wary  and  know  what  you're  paying  for.  Bills  and  invoices  are 
often  routed  directly  to  the  accounting  and  marketing  departments 
of  businesses  and  do  not  get  reviewed  by  other  personnel.  When  in 
doubt  about  a  bill,  read  the  fine  print  and  always  call  the  company 
to  verify.  Contact  your  local  postmaster  for  more  information  on 
the  postal  regulations. 
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TESTIMONY  OF  DEPOTY  ASSISTANT  DIRECTOR  WILLIAM  J.  ESPOSITO 


BEFORE  THE 


COMMITTEE  ON  SMAT.T.  MTSTNF.SS 


■TELEMARKETING  FRAUD:  PUTTING  PHONE  SCAMS  ON  HOLD* 


SEPTEMBER  28.1994 
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GOOD  MORNING  MR.  CHAIRMAN.   BEFORE  I  BEGIN,  LET  ME 
FIRST  THANK  YOD  FOR  THE  INVITATION  TO  PROVIDE  THE  COMMITTEE  WITH 
INFORMATION  CONCERNING  TELEMARKETING  FRAUD  AND  HOW  IT  AFFECTS  THE 
AMERICAN  CONSUMER,  MORE  PARTICULARLY  ITS  EFFECT  ON  SMALL 
BUSINESSES. 

TELEMARKETING  FRAUD  IS  A  SERIOUS  AND  COSTLY  CRIME 
PROBLEM.   INDIVIDUALS  KNOWLEDGEABLE  OF  THE  TELEMARKETING  INDUSTRY 
ESTIMATE  THAT  FRAUDULENT  TELEMARKETING  PRACTICES  COSTS  THE 
AMERICAN  CONSUMER  APPROXIMATELY  $40  BILLION  PER  YEAR.   THE 
CONSEQUENCES  TO  INDIVIDUAL  VICTIMS,  AS  WELL  AS  SMALL  BUSINESS 
OWNERS,  CAN  BE  DEVASTATING.   SOME  VICTIMS  OF  TELEMARKETING  FRAUD 
HAVE  LOST  EVERYTHING,  INCLUDING  THEIR  PERSONAL  PRIDE  AND  DIGNITY, 
PURSUING  THE  TELEMARKETER'S  TANTALIZING  "TO  GOOD  TOO  BE  TRUE" 
OFFER. 

BEFORE  I  CONTINUE,  LET  ME  FIRST  MAKE  THE  POINT  THAT  THE 
MAJORITY  OF  TELEMARKETING  ORGANIZATIONS  ARE  LEGITIMATE,  AND 
EMPLOY  OVER  3.4  MILLION  PEOPLE  NATIONWIDE.   INDUSTRY  ESTIMATES 
PLACE  CONSUMER  SPENDING  IN  THE  TELEMARKETING  ARENA  AT  OVER  $400 
BILLION  ANNUALLY.   THE  INFORMATION  WHICH  I  WILL  PROVIDE  HERE 
TODAY,  SHOULD  NOT  BE  CONSIDERED  INDICATIVE  OF  THE  TELEMARKETING 
INDUSTRY  AS  A  WHOLE,  BUT  MERELY  REPRESENTATIVE  OF  THOSE  ILLEGAL 
TELEMARKETING  OPERATIONS  IDENTIFIED  THROUGH  INVESTIGATIONS 
CONDUCTED  BY  THE  FBI. 

FOR  PURPOSES  OF  MY  TESTIMONY  TODAY,  I  WOULD  LIKE  TO  SET 
FORTH  THE  FBI'S  DEFINITION  OF  TELEMARKETING  FRAUD  AS  THOSE  CRIMES 
WHICH  RELY  ON  THE  USE  OF  THE  TELEPHONE  TO  CONTACT  THE  VICTIM, 
DURING  WHICH  TIME  THE  PRODUCT  OR  SERVICE  IS  MATERIALLY 
MISREPRESENTED.   WITH  THE  AVAILABILITY  OF  RELIABLE 
TELECOMMUNICATION  EQUIPMENT  INCLUDING  FACSIMILE  MACHINES,  AND 
COMPUTERS,  AS  WELL  AS  ACCESSIBLE  BANKING  AND  SHIPPING  FACILITIES, 
TELEMARKETING  FRAUD  HAS  BECOME  AN  ALL  TOO  FAMILIAR  PROBLEM. 

TELEMARKETING  FRAUD  CAN  BE  ONE  OF  THE  MORE  DIFFICULT 
WHITE-COLLAR  CRIMES  TO  INVESTIGATE.   THE  TYPICAL  OWNER/ OPERATOR 
OF  A  FRAUDULENT  TELEMARKETING  FIRM  UTILIZE  MULTIPLE  ALIASES, 
TELEPHONES,  MAIL  DROPS,  AND  AT  TIMES,  DIFFERENT  BUSINESS 
LOCATIONS.   THEY  CAN  CHANGE  THEIR  METHOD  OF  SOLICITATION,  PRODUCT 
LINE,  AND  OTHER  RECOGNIZABLE  TRAITS  OVERNIGHT.   THEIR  OPERATIONS 
ARE  MOBILE  AND  THEIR  SCHEMES  COMPLEX.   TO  COMPLICATE  THE  MATTER 
FURTHER,  AS  A  RESULT  OF  EMBARRASSMENT  AND  COMPLACENCY  ON  THE  PART 
OF  MANY  VICTIMS,  TELEMARKETING  FRAUD  IS  A  HIGHLY  UNDER-REPORTED 
CRIME  PROBLEM.   IN  ANALYZING  THESE  FACTS,  THE  FBI  HAS  TAKEN  THE 
APPROACH  OF  USING  INNOVATIVE  AND  AGGRESSIVE  STRATEGIES  WHICH  HAVE 
A  LASTING  DETERRENT  EFFECT. 

AS  YOU  MAY  KNOW,  "OPERATION  DISCONNECT",  WHICH  WAS 
SURFACED  IN  EARLY  1993,  WAS  AN  EFFORT  ON  THE  PART  OF  THE  FBI  TO 
USE  UNDERCOVER  FBI  AGENTS  TO  PENETRATE  THE  NETWORK  OF  ILLEGAL 
TELEMARKETERS  OPERATING  IN  THE  U.S.   TO  DATE,  OVER  300 
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INDIVIDUALS  HAVE  BEEN  CHARGED  WITH  PARTICIPATING  IN  TELEMARKETING 
FRAUD  SCAMS,  OF  WHOM  MORE  THAN  220  HAVE  BEEN  CONVICTED  THUS  FAR. 
THIS  INITIATIVE  HAS  RESULTED  IN  A  POSITIVE  IMPACT  UPON  THE 
TELEMARKETING  FRAUD  CRIME  PROBLEM.   THE  FBI  ALSO  OBTAINED  A 
SIGNIFICANT  AMOUNT  OF  INTELLIGENCE  REGARDING  ILLEGAL 
TELEMARKETERS  AND  THEIR  METHODS  OF  OPERATIONS. 

ONE  OF  THE  MOST  REVEALING  INSIGHTS  GATHERED  THROUGH 
■OPERATION  DISCONNECT"  WAS  THE  FACT  THAT  TELEMARKETERS  TYPICALLY 
TARGET  A  PARTICULAR  CLASS  OF  VICTIMS.   MOST  DISTURBING  WAS  THE 
FACT  THAT  THE  PRIMARY  TARGETS  OF  FRAUDULENT  TELEMARKETERS  ARE  THE 
ELDERLY.   THE  ELDERLY  POPULATION  IS  CONSIDERED  BY  UNSCRUPULOUS 
TELEMARKETERS  TO  BE  THE  MOST  VULNERABLE  DUE  TO  THEIR 
ACCESSIBILITY  DURING  THE  DAYTIME  HOURS,  THEIR  POSSESSION  OF 
LIQUID  ASSETS,  AND  THEIR  GENERAL  WILLINGNESS  TO  REMAIN  ON  THE 
TELEPHONE  WHEN  CONTACTED  BY  TELEMARKETERS. 

THE  SECOND  CATEGORY  MOST  VICTIMIZED  BY  UNSCRUPULOUS 
TELEMARKETERS  WAS  FOUND  TO  BE  SMALL  BUSINESS  OWNERS.   OUT  OF  THE 
95  ILLEGAL  TELEMARKETING  OPERATIONS  IDENTIFIED  AND  USED  FOR 
ANALYTICAL  PURPOSES  BY  THE  FBI,  12%,  OR  11  OF  THOSE  OPERATIONS, 
SPECIFICALLY  TARGETED  SMALL  BUSINESS  OWNERS  OR  ENTREPRENEURS 
INTERESTED  IN  STARTING  SMALL  BUSINESS  VENTURES.   THE 
TELEMARKETERS  GENERALLY  TAILORED  THEIR  SALES  PITCH,  PRODUCT, 
ETC.,  TO  BE  MOST  INVITING  TO  THIS  GROUP  OR  CLASS  OF  INDIVIDUALS. 
TWO  SUCH  SCHEMES  INVOLVED  ADVANCE  FEES  FOR  SMALL  BUSINESS  LOANS 
AND  START-UP  BUSINESS  OPPORTUNITIES.   ONE  SUCH  OFFER  INVOLVED  A 
BUSINESS  VENTURE  DEALING  WITH  THE  INSTALLATION  OF  PAY  TELEPHONES 
WHICH  WERE  ADVERTISED  TO  GENERATE  A  HANDSOME  RETURN  ON  INVESTMENT 
IN  A  RELATIVELY  SHORT  PERIOD  OF  TIME.   THE  ADVANCE  FEE  TO 
PARTICIPATE  IN  THIS  BUSINESS  VENTURE  COST  IN  EXCESS  OF  $25,000 
AND  TURNED  OUT  TO  BE  A  FRAUD. 

ANOTHER  METHOD  THROUGH  WHICH  SMALL  BUSINESS  OWNERS  WERE 
VICTIMIZED  WAS  THROUGH  LAUNDERING  TELEMARKETER  CREDIT  CARD-. 
RECEIPTS  THROUGH  INDIVIDUAL  MERCHANT  ACCOUNTS  ESTABLISHED  IN  A 
NAME  OF  THE  SMALL  BUSINESS  AT  A  PARTICULAR  BANK.   THIS  METHOD, 
ALSO  REFERRED  TO  AS  FACTORING,  DECEIVES  THE  FINANCIAL  INSTITUTION 
AS  TO  ACTUAL  SOURCE  OF  THE  CREDIT  CARD  SALES,  YET  ALLOWS  THE 
TELEMARKETER  TO  CONVERT  HIS  CREDIT  SALES  TO  CASH.   IN  THESE 
INSTANCES,  SMALL  UNSOPHISTICATED  BUSINESS  OWNERS  ARE  USUALLY  PAID 
A  SMALL  PERCENTAGE  OF  THE  RECEIPTS  LAUNDERED  THROUGH  THE  ACCOUNT. 
THE  TRAGEDY  OCCURS  WHEN  THE  VICTIMS  OF  THE  TELEMARKETING  FRAUD 
DISPUTE  THEIR  CREDIT  CARD  CHARGES  THEREBY  CAUSING  A  CHARGEBACK 
AGAINST  THE  MERCHANT  ACCOUNT.   THE  MERCHANT  BANK  WILL  THEN  HOLD 
THE  SMALL  BUSINESS  OWNER  ACCOUNTABLE  FOR  REPAYMENT  OF  THE 
LAUNDERED  FUNDS.   DUE  TO  THE  SIGNIFICANT  AMOUNTS  OF  MONEY 
TYPICALLY  INVOLVED,  A  NUMBER  OF  MERCHANTS  HAVE  BEEN  FORCED  INTO 
BANKRUPTCY  IN  ORDER  TO  REPAY  THE  DEBTS  INCURRED. 
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FROM  AN  ENFORCEMENT  STANDPOINT,  THE  PROVISIONS  OF  THE 
RECENTLY  ENACTED  CRIME  BILL,  ENTITLED  "VIOLENT  CRIME  CONTROL  AND 
LAW  ENFORCEMENT  ACT  OF  1994"  (H.R.  3355)  GREATLY  ENHANCED  THE 
FBI'S  ABILITY  TO  ADDRESS  THIS  CRIME  PROBLEM  BY  AUGMENTING  THE 
WIRE  FRAUD,  MAIL  FRAUD,  AND  MONEY  LAUNDERING  STATUTES.   THE 
VIOLENT  CRIME  CONTROL  AND  LAW  ENFORCEMENT  ACT  OF  1994  INCLUDES 
THE  FOLLOWING  PROVISIONS  IN  CONNECTION  WITH  TELEMARKETING  FRAUD: 
ENHANCED  PENALTIES  FOR  THOSE  INDIVIDUALS  CONVICTED  OF  VIOLATING 
CERTAIN  FEDERAL  STATUTES  IN  CONNECTION  WITH  FRAUDULENT 
TELEMARKETING  ACTIVITIES,  TO  INCLUDE  MORE  SEVERE  PENALTIES  FOR 
THOSE  WHO  VICTIMIZE  THE  ELDERLY;  MANDATORY  RESTITUTION,  IN 
ADDITION  TO  ANY  OTHER  CIVIL  OR  CRIMINAL  PENALTIES  AUTHORIZED  BY 
LAW,  OF  THE  VICTIM'S  LOSSES;  APPROPRIATIONS,  BEGINNING  IN  FISCAL 
YEAR  1996  AND  ENDING  IN  FISCAL  2000,  TOTALING  $7.5  MILLION  FOR 
THE  FBI  AND  $2.5  MILLION  FOR  THE  DEPARTMENT  OF  JUSTICE  TO  HERE, 
TRAIN  AND  EQUIP  PERSONNEL  TO  INVESTIGATE  AND  PROSECUTE 
TELEMARKETING  FRAUD;  AND  APPROPRIATIONS,  BEGINNING  IN  FISCAL  YEAR 
1996  AND  ENDING  IN  FISCAL  YEAR  2000,  TOTALING  $10  MILLION  FOR  THE 
DEPARTMENT  OF  JUSTICE  TO  CONDUCT,  IN  COOPERATION  WITH  STATE  AND 
LOCAL  LAW  ENFORCEMENT  AGENCIES  AND  SENIOR  CITIZEN  ADVOCACY 
ORGANIZATIONS,  PUBLIC  AWARENESS  AND  PREVENTION  INITIATIVES  FOR 
SENIOR  CITIZENS.   AS  PREVIOUSLY  NOTED  IN  MY  STATEMENT,  THE 
CONSEQUENCES  TO  INDIVIDUAL  VICTIMS,  AS  WELL  AS  SMALL  BUSINESS 
OWNERS,  CAN  BE  DEVASTATING.   ALTHOUGH  SENIOR  CITIZENS  ARE  A 
PRIMARY  TARGET  OF  UNSCRUPULOUS  TELEMARKETERS,  THEY  ARE  NOT  THE 
ONLY  VICTIMS,  I  BELIEVE  THAT  EDUCATION  SHOULD  NOT  BE  LIMITED  TO 
ONE  SEGMENT  OF  TELEMARKETING  VICTIMS.   CONSUMER  EDUCATION  OF  THE 
PITFALLS  OF  TELEMARKETING  FRAUD  SHOULD  BE  PROVIDED  TO  ALL 
POTENTIAL  TELEMARKETING  VICTIMS,  INCLUDING  SMALL  BUSINESS 
ENTREPRENEURS. 

THE  PROVISIONS  OF  THE  "TELEMARKETING  AND  CONSUMER  FRAUD 
AND  ABUSE  PREVENTION  ACT"  (H.R.  868)  STRENGTHENS  THE  AUTHORITY  OF 
THE  FEDERAL  TRADE  COMMISSION  (FTC)  TO  PROTECT  CONSUMERS  IN 
CONNECTION  WITH  TELEPHONE  SALES.   THIS  BILL  REQUIRES  THE  ETC  TO 
ESTABLISH  CERTAIN  RULES  GOVERNING  TELEMARKETING.   IN  ACCORDANCE 
WITH  THIS  BILL,  VIOLATION  OF  THESE  RULES  WILL  BE  TREATED  AS  A 
VIOLATION  OF  THE  RULES  UNDER  THE  FEDERAL  TRADE  COMMISSION  ACT 
(TITLE  15,  UNITED  STATES  CODE,  SECTION  57A) .   ALTHOUGH  THIS  BILL 
DOES  NOT  HAVE  A  DIRECT  IMPACT  UPON  FBI  INVESTIGATIONS  REGARDING 
TELEMARKETING  FRAUD,  IT  IS  ANOTHER  TOOL  THROUGH  WHICH  THE 
GOVERNMENT  CAN  PROTECT  CONSUMERS  FROM  TELEMARKETING  FRAUD. 

FINALLY,  THE  FBI  IS  A  PARTICIPANT  ON  THE  DEPARTMENT  OF 
JUSTICE  NATIONAL  TELEMARKETING  FRAUD  WORKING  GROUP.   THROUGH  THIS 
WORKING  GROUP  A  FORUM  HAS  BEEN  ESTABLISHED  TO  ADDRESS  THE 
TELEMARKETING  FRAUD  CRIME  PROBLEM  FROM  A  NATIONAL  PERSPECTIVE. 
THE  FBI  IS  ALSO  A  FULLY  PARTICIPATING  MEMBER  OF  THE  NATIONAL 
ASSOCIATION  OF  ATTORNEYS  GENERAL  -  FEDERAL  TRADE  COMMISSION 
AUTOMATED  TELEMARKETING  FRAUD  DATABASE.   THIS  ACCESS  WILL  ALLOW 
THE  FBI  INCREASED  ACCESS  TO  TIMELY  AND  ENHANCED  INFORMATION  ABOUT 
TELEMARKETING  FRAUDS  OCCURRING  ACROSS  THE  COUNTRY. 
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Council  of  Better  Business  Bureaus,  Inc. 

Better  Business  Bureau,  Inc. 

Joint  Statement  To  House  Committee  on  Small  Business 


Mr.  Chairman,  members  of  the  Committee  on  Small  Business  and  guests,  my  name  is  David  Polino, 
and  I  am  the  Chief  Operating  Officer  of  the  Better  Business  Bureau,  Inc.,  an  organization  which 
serves  business  and  consumers  both  in  Western  New  York  and  New  York's  Capital  District.  I  am 
here  today  to  speak  not  only  on  behalf  of  my  own  Bureau  and  its  members,  but  also  the  Council  of 
Better  Business  Bureaus,  an  organization  which  itself  represents  national  businesses  and  180  local 
Better  Business  Bureaus  throughout  the  United  States  and  Canada. 

The  Better  Business  Bureaus  are  pleased  to  have  been  afforded  the  opportunity  to  comment  on  the 
nationwide  problem  of  the  fraudulent  telemarketers  and  their  impact  on  small  business.  For  over 
eighty  years,  Better  Business  Bureaus  have  been  providing  the  public  with  pre-purchase  information 
and  help  on  marketplace  problems.  Millions  of  consumers,  including  owners  and  managers  of  small 
businesses,  avail  themselves  of  Bureau  services,  which  from  our  beginnings,  have  included  warnings 
and  advice  on  avoiding  the  schemes  and  scammers  that  prey  on  small  businesses  and  the  public  in 
general. 

Small  businesses  have  been  and  remain  the  backbone  of  the  Better  Business  Bureau  system.  In 
Western  New  York  and  the  Capital  District,  most  of  our  2,000  member  firms  fall  into  the  category  of 
"small  business";  nationally,  most  of  the  230,000  plus  members  of  the  local  Bureaus  would  be  con- 
sidered "small  businesses".  Their  dues  make  the  Bureau's  work  possible.  And,  these  businesses  are 
themselves  often  victimized,  in  some  highly  inventive  ways,  by  swindlers  whose  primary  weapons 
are  a  good  "story"  and  a  room  full  of  sales  persons  using  WATS  lines. 

As  part  of  our  efforts  to  combat  fraud  against  all  small  businesses,  the  Bureau  system  has  created  a 
Business  Advisory  Series  of  pamphlets  and  a  book,  How  to  Protect  Your  Business,  that  serve  as 
"spotters  guides"  to  help  businesses  avoid  being  harmed  by  the  deluge  of  fraudulent  telemarketing 
promotions  aimed  directly  at  them. 

And  it  is  a  deluge. 

In  1993,  Better  Business  Bureaus  collectively  received  over  600,000  public  inquiries  about  promo- 
tions that  are  often  targeted  at  small  and  medium  sized  businesses — a  SO  percent  increase  since 
1990.  During  the  same  1990  to  1993  period,  complaints  throughout  the  BBB  system  rose  by  nearly 
70  percent.  Clearly  the  trend  in  telefrauds  is  up,  and  small  businesses  are  increasingly  being  victim- 
ized. 

If  the  national  situation  is  alarming,  then  it  is  even  more  alarming  in  Upstate  New  York.  In  1993, 
public  inquiries  on  these  same  promotions  increased  a  whopping  186  percent  from  1990,  while 
business  and  consumer  complaints  rose  by  2S3  percent.  Even  more  significant,  inquiries  to  our 
Bureau  about  fraudulent  telemarketing  "sweepstakes"  and  other  contests  increased  486%  over  1990, 
while  complaints  rose  an  astonishing  661  percent.  Although  the  geographic  area  we  serve  is  by  no 
means  one  of  the  larger  concentrations  of  population  in  the  country,  we  account  for  over  7  percent 
of  the  national  inquiries  on  sweepstakes  and  nearly  20  percent  of  the  national  BBB  complaints. 
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There  are  a  number  of  equally  valid  theories  as  to  why  the  upstate  New  York  area  in  general,  and  the 
Buffalo  area  in  particular,  has  become  "home  base"  for  so  many  fraudulent  telemarketing  compa- 
nies. One  of  the  area's  greatest  economic  assets,  its  location  on  one  of  the  "silk  routes"  of  free  trade 
between  the  United  States  and  Canada,  also  makes  it  a  prime  location  for  those  who  would  commit 
economic  crimes  against  citizens  of  two  nations. 

Another  of  the  area's  assets,  the  abundance  of  public  and  private  universities  and  colleges,  creates  an 
expectation  of  employment.  That  expectation,  when  coupled  with  the  higher  unemployment  and 
under-employment  rate  among  younger  men  and  women,  makes  jobs  in  the  telemarketing  industry 
particularly  attractive.  One  Buffalo  20  year  old  who  recently  pled  guilty  to  telemarketing  fraud 
reported  he  was  able  to  make  $30,000  a  year,  was  wined  and  dined  by  company  managers,  picked 
up  in  limousines  and  taken  to  sporting  events. 

Two  Buffalo  News  reporters,  Dan  Herbeck  and  Mike  Beebe,  in  a  six-part,  1993  series,  "Telesharks", 
revealed  the  extent  of  the  fraudulent  telemarketing  industry's  operations  in  Buffalo,  showing  a  clear 
link  between  these  fast-talking,  white  collar  con  men  and  organized  crime  in  other  states.  The  series 
won  awards  from  the  New  York  State  Publishers  Association  and  the  National  Press  Club. 

Whatever  the  reasons  for  Upstate  New  York's  dubious  distinction  as  one  of  the  centers  of  telemarketing 
fraud,  it  has  given  the  staff  of  our  Better  Business  Bureau  a  unique  window  on  the  telemarketing 
world.  On  any  given  day,  our  staff  may  be  talking  to  victims  from  Maui,  Hawaii,  to  Halifax,  Nova 
Scotia;  from  Minneapolis  to  San  Antonio. 

Let's  look  at  some  of  the  generic  telemarketing  scams  against  business,  as  reported  by  Better  Busi- 
ness Bureaus  around  the  country. 

Perhaps  the  longest  lasting  and  most  successful  scam  directed  at  businesses  are  the  office  supply 
scammers — or  "paper  pirates."  They've  been  around  for  years  and  they  still  flourish  —  nationally, 
inquiries  to  BBBs  on  this  scam  have  more  than  doubled  since  1990,  while  complaints  have  risen  by 
6000%  in  the  same  period.  The  swindlers  misrepresent  the  quality  and  quantity  of  photocopy  ma- 
chine toner,  fax  paper  or  other  office  supplies,  often  pretending  to  be  a  long-time  supplier  to  the 
company.  Inferior  items  are  delivered  at  grossly  inflated  prices,  which  are  often  paid  without  ques- 
tion or,  if  not  paid,  subject  the  unwitting  buyer  to  harassment  from  the  telemarketer. 

A  pernicious  twist  on  this  scam  is  "teleblackmail"  where  the  seller  curries  the  favor  of  a  company's 
buyer  with  the  gift  of  a  VCR  or  television  set.  When  the  buyer  gets  wise  to  the  scam  and  tries  to  stop 
the  order,  the  telemarketer  threatens  to  tell  management  about  the  "gifts"  it  gave  the  buyer  to  keep 
the  buyer  on  the  hook. 

Small  businesses  are  particularly  vulnerable  to  unscrupulous  sellers  of  advertising  specialties,  items 
like  imprinted  pens  and  desk  calendars.  From  1990  to  1993  complaints  to  BBBs  on  these  vendors 
almost  doubled.  If  the  items  are  delivered  (sometimes  they  are  not)  they  are  of  inferior  quality  and 
almost  always  outrageously  overpriced. 

Recent  years  have  seen  the  growth  of  telemarketing  scams  that  appeal  to  the  more  generous  natures 
of  the  business  victims.  Relying  on  a  company  owner's  community  spirit,  scammers  will  sell  anti- 
drug campaign  paraphernalia,  like  bumper  stickers  and  pamphlets.  A  nice  gift  for  the  buyer  can  also 
be  thrown  in.  If  advertising  specialties  are  not  involved  in  the  pitch,  the  marketer  will  often  claim  the 
money,  or  some  portion  of  it,  will  go  to  a  charity  to  help  fight  drugs  or  for  some  other  worthy  cause. 
Usually  it's  just  a  straight  ripoff,  or  only  a  small  amount  of  the  donation  solicited  goes  to  a  real 
charity.  This  trend  to  "telefunding"  fraud  —  in  which  the  operators  represent  themselves  as  working 
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for  a  charity  —  has  been  quite  pronounced  in  the  past  two  years  in  the  Midwest  and  smaller  South- 
eastern markets. 

A  more  recent  trend  is  the  emergence  of  the  "recovery  room."  This  utterly  cynical  fraud  delivers  a 
double  whammy  to  previous  victims  of  telemarketing  fraud.  The  perpetrators  hold  themselves  out  as 
part  of  or  working  with  government  agencies — or  the  Better  Business  Bureau — to  help  recover 
money  businesses  or  individuals  have  previously  lost  to  swindlers.  Often  they  are  the  same  folks  who 
euchred  the  victims  in  the  first  place.  For  an  advance  payment  of  up  to  thousands  of  dollars,  these 
"good  Samaritans"  promise  that  they  either  have,  or  will,  recover  the  money  the  victim  previously 
lost.  Of  course,  they  don't  do  anything  but  cheat  the  victims  a  second — or  third — time. 

Better  Business  Bureaus  have  also  identified  a  recent  trend  for  investment  scammers  to  go  after 
small  and  medium  sized  businesses  and  professional  firms,  selling  investments  in  everything  from 
gems  and  "strategic"  metals  (a  specialty  of  some  Canadian  boiler  rooms)  to  wireless  cable  startup 
operations  and  gold  coins.  As  businesses  have  bounced  back  from  the  1990 — 1991  recession, 
scammers  see  thriving  small  to  medium-sized  businesses  as  fertile  ground  for  their  frauds.  National 
complaint  trends  indicate  that  telemarketers  may  be  targeting  entrepreneurs  in  high-tech  fields,  be- 
lieving that  while  these  younger  men  and  women  may  be  technologically  sophisticated,  they  are 
gullible  when  dealing  with  investments. 

Those  are  just  some  of  the  typical  telemarketing  scams  perpetrated  against  small  and  medium  sized 
businesses.  Many  of  them  have  been  going  on  for  more  than  half  a  century.  However,  all  of  these 
tired  old  schemes  were  given  a  new  life  when  the  first  telemarketer  married  the  telemarketer's 
traditional  promise  of  obtaining  fantastic  "deals"  on  office  supplies  or  other  products  with  everyone's 
secret  wish  to  win  the  lottery.  Sweepstakes  promotions  have  changed  the  telemarketing  landscape. 
Victims  are  informed  that  they  have  already  won  one  of  five  valuable  prizes  ~  perhaps  a  car  —  and  all 
they  have  to  do  to  qualify  is  to  purchase  a  $50  water  purification  system  for  $600  or  buy  $60  worth 
of  vitamins  for  $1,200. 

The  victims  are  so  convinced  they  have  finally  won  something  of  real  value,  and  become  so  uncriti- 
cal in  evaluating  the  value  of  the  products  they  are  being  asked  to  purchase,  that  they  can  easily  be 
led  to  commit  thousands  of  dollars  without  ever  receiving  anything  more  than  empty  promises  in 
return.  This  sweepstakes  promotion  angle  is  the  one  which  has  fueled  the  dramatic  increase  in 
telemarketing  fraud  in  the  1990s. 

In  complaints  filed  with  our  Better  Business  Bureau,  the  average  amount  lost  to  sweepstakes  pro- 
motions is  over  $2,000;  with  numerous  complaints  exceeding  $10,000  and  several  exceeding 
$100,000.  These  promotions  are  aimed  almost  exclusively  at  the  elderly. 

Some  Less  Obvious  Business  Victims. 

I've  just  reviewed  some  of  the  more  obvious  telemarketing  frauds  directed  at  businesses.  These  are 
clear-cut  cases  where  the  business,  like  the  consumer,  is  called,  set  up,  pitched  and  closed  —  and 
before  the  owner  knows  it,  he  or  she  is  relieved  of  a  considerable  amount  of  money.  Seldom, 
however,  is  the  survival  of  the  victim/business  at  issue. 

There  are,  however,  other,  less  obvious  ways  that  businesses,  professional  firms  and  other  organiza- 
tions are  victimized  by  "Telesharks".  Here  are  some  examples,  culled  from  our  experiences  in  New 
York. 

Telemarketers,  whose  operations  are  often  sustained  by  their  ability  to  get  their  victims  to  charge 
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large  sums  of  money  on  credit  cards,  need  to  have  a  merchant  arrangement  with  a  bank  in  order  to 
process  those  charges.  However,  banks  are  increasingly  reluctant  to  allow  telemarketers  to  easily 
open  merchant  accounts,  since  banks  have  been  among  the  business  victims  of  telemarketing  fraud. 

So  the  telemarketer  approaches  a  small  business.  In  difficult  economic  times,  many  small  businesses 
are  pressed  for  cash,  and  the  fraudulent  telemarketer  spins  an  engaging  story  which  convinces  the 
small  businessman  —  who  has  a  merchant  account  —  to  allow  the  telemarketer  to  process  his  charges 
through  the  small  businessman's  credit  card  account.  In  return  for  this,  the  small  business  will 
receive  a  percentage  of  every  transaction  processed.  This  new  source  of  cash  seems  to  be  the 
salvation  of  the  business;  instead  this  practice,  known  as  "credit  card  laundering"  can  ~  and  has  ~ 
brought  a  number  of  small  businesses  across  the  country  to  a  precipitous  end.  Such  an  arrangement 
violates  the  businesses  agreement  with  the  bank,  and  can  result  in  revocation  of  the  businesses  credit 
card  privileges.  And  as  if  loss  of  the  ability  to  process  credit  card  charges  weren't  enough  to  bring 
a  business  to  the  edge  of  bankruptcy,  the  "charge  backs"  to  the  merchant  account  from  disgruntled 
customers  of  the  telemarketers  (coming  weeks  after  the  telemarketer  has  closed  up  shop  and  left 
town)  can  push  a  business  over  the  financial  edge. 

One  Western  New  York-based  bank  lost  $5  million  when  a  small,  Rochester-based  travel  company 
allowed  telemarketers  from  across  the  country  to  use  its  credit  card  accounts  with  the  bank  for 
roughly  a  six  month  period.  When  consumers  received  the  overpriced  goods  and  cheap  prizes,  they 
cancelled  their  credit  card  charges,  and  the  bank  had  to  credit  their  accounts. 

There  are  a  number  of  less  visible  victims  of  telemarketing  fraud  here.  Banks  and  credit  card  issuers, 
who  have  experienced  significant  losses  when  consumers  exercise  their  legitimate  rights  under  the 
Fair  Credit  Billing  Act.  Small  businesses  driven  over  the  financial  edge  by  credit  card  laundering 
schemes.  And,  finally,  thousands  of  perfectly  honest  small  businesses  across  the  country  who  now 
find  it  more  difficult  to  readily  establish  a  merchant  credit  card  relationship  with  a  financial  institu- 
tion. 

Here's  another  way  telefraud  creates  hidden  business  victims. 

Since  fraudulent  telemarketers  don't  have  a  good  reputation,  they  have  no  reputation  to  lose.  But 
they  can  steal  a  reputation  from  someone  else.  Telemarketers  who  have  no  qualms  about  represent- 
ing themselves  to  their  victims  as  being,  variously,  the  FBI,  the  Attorney  General,  and  even  the 
Better  Business  Bureau,  clearly  have  no  qualms  about  using  the  good  name  of  unwitting  victims  in 
their  scams. 

Over  the  past  several  months  in  Western  New  York,  prominent  local  attorneys  have  discovered  that 
their  names  have  been  used  by  local  telemarketers  to  lure  victims  across  the  country  into  wiring 
money  to  them.  Here's  how  this  wrinkle  works.  The  telemarketer,  posing  as  an  attorney  from  a 
major  law  firm,  calls  the  consumer  and  claims  to  have  successfully  recovered  the  consumer's  money 
through  a  "class  action"  lawsuit.  In  order  to  claim  the  money,  the  victim  is  told  he  or  she  must  wire 
the  "attorney"  several  hundred  dollars  in  "fees  and  court  costs".  The  victim  may  try  and  check  this 
out,  perhaps  by  confirming  the  name  of  the  attorney  and  the  law  firm  with  the  local  Bar  Association. 
Since  the  attorney  and  the  firm  really  exist,  the  victim  is  lulled  into  a  false  sense  of  security.  The 
money  is  wired,  but  it  is  the  telemarketer,  not  the  unsuspecting  attorney,  who  picks  it  up.  In  this 
case,  the  lawyers  —  and  the  reputable  law  firms  -  must  be  considered  as  small  business  victims  of  the 
telemarketers. 
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Finally,  one  of  the  least  appreciated  victims  of  fraudulent  telemarketers  are  those  ethical  men  and 
women  who  earn  their  living  attempting  to  introduce  legitimate  products  and  services  to  consumers 
and  businesses  over  the  telephone.  As  one  BBB  President  put  it,  "The  word  'telemarketing'  on  its 
own  connotes  negative  responses  universally". 


Effect  of  New  Legislation 

One  of  the  great  advantages  of  telemarketing  to  defrauders  is  its  portability.  The  classic  telemarketing 
fraud  sells  in  every  state  but  the  one  where  it  is  based  hoping  to  avoid  the  local  attorney  general  or 
securities  regulator.  That  is  certainly  the  case  in  Western  New  York,  where  we  seldom,  if  ever,  talk 
to  a  local  consumer  about  a  local  telemarketing  firm.  Most  of  our  inquiries  and  complaints  come 
from  businesses  and  consumers  in  every  other  state  but  New  York.  And  when  our  consumers  and 
businesses  are  victimized,  it  is  by  firms  in  Las  Vegas  or  South  Florida  or  Texas. 

When  things  get  hot,  these  operations  find  it  easy  to  move  to  another  city  in  another  state,  plug  in 
their  phones  and  begin  selling  again.  If  that  is  so,  then  the  new  telemarketing  fraud  provisions, 
giving  state  attorneys  general  the  right  to  bring  suits  in  federal  court  for  FTC  Act  violations,  should 
hurt  the  perpetrators  of  telemarketing  fraud;  they  can  still  run,  but  from  now  on  it  will  be  harder  to 
hide  from  state  and  federal  law  enforcement. 

But  legislation  by  itself  is  no  panacea.  In  the  period  between  1986  and  1991,  my  BBB  opened  files 
on  4  telemarketing  companies.  During  1992,  we  opened  files  on  25  new  companies.  From  January 
1st  through  March  3rd  of  1993,  we  opened  files  on  14  more.  Then  came  "Operation  Disconnect", 
the  nationwide  joint  Federal/State  crackdown  on  telemarketing  fraud.  Federal  agents,  armed  with 
search  warrants,  shut  down  a  host  of  fraudulent  operations  in  dozens  of  states.  For  about  3  weeks 
following  the  FBI  crackdown,  our  "telemarketing"  inquiries  and  complaints  stopped  coming. 

Then  they  returned,  with  a  vengeance.  In  the  period  from  March  5  through  July  27,  1993,  we 
opened  files  on  38  new  companies.  From  July  27  through  December  31,  1993,  we  opened  files  on 
S3  more  firms.  At  one  point,  we  were  opening  one  new  file  on  a  sweepstakes/telemarketing  com- 
pany every  48  hours. 

What  had  happened?  As  the  "parent"  firms  were  shut  down,  the  operators  ~  and  their  employees  - 
-  simply  moved  down  the  street,  not  across  the  country,  changed  names  and  started  all  over  again. 
Where  there  had  been  one  fraudulent  telemarketer,  there  were  now  8  or  10.  The  profits  were 
staggering,  the  initial  investment  was  minimal  and  the  risks  appeared  negligible. 

What  is  working  is  an  effective  partnership  among  agencies  such  as  the  nations  Better  Business 
Bureaus,  law  enforcement  and  regulatory  agencies  and  prosecutors. 

In  the  Western  District  of  New  York,  the  highly  effective  "early  warning  system"  provided  by  the 
U.S.  and  Canadian  Better  Business  Bureaus  has  helped  give  quick,  reliable  information  to  state  and 
Federal  law  enforcement  agencies.  Indictments  on  Federal  fraud  charges,  not  only  against  the  com- 
pany owners,  but  against  employees  of  these  firms,  have  quickly  followed.  And  vigorous  prosecu- 
tions, begun  under  then-U.S.  Attorney  Dennis  Vacco  and  continuing  under  the  leadership  of  U.S. 
Attorney  Patrick  NeMoyer  are  continuing.  Finally,  "gloves  off"  sentencing  by  Federal  judges,  fol- 
lowing conviction  or  guilty  pleas,  has  finally  begun  to  stem  the  tide  of  telemarketing  fraud. 
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Is  it  working?  Well,  the  number  of  new  telemarketing  company  files  we've  opened  since  January  of 
this  year  is  dropping  —  for  the  first  time  since  the  beginning  of  the  decade.  But  one  of  the  most  eye- 
catching indications  of  a  sea-change  appeared  in  the  "help  wanted"  ads  in  one  local  newspaper.  I'll 
paraphrase  the  text  of  the  ad. 

"ATTENTION  TELEMARKETERS,"  the  ad  begins.  "If  you're  not  working  for  me,  shame  on  you. 
Because  my  expertise  and  experience  will  keep  you  from  going  to  jail.  Sell  with  integrity  with  a 
company  that's  been  in  business  for  12  years.  Call  days,  Monday  through  Friday,  1 1  -4."  Apparently 
the  fear  of  jail  is  a  worthy  deterrent,  after  all. 

Effective,  continuing  prosecution  of  these  white-collar  criminals  will  ensure  that  those  who  prey  on 
the  public  are  punished.  But  Better  Business  Bureaus  have  learned  through  80+  years  of  experience 
that  education  and  knowledge  of  what  to  look  out  for  in  the  marketplace  are  necessary  components 
of  consumer  (and  business)  protection.  As  is  evident  from  the  materials  we  have  previously  submit- 
ted to  the  Committee,  the  Better  Business  Bureau  system  has  used  much  of  its  resources  in  educat- 
ing businesses  and  consumers  about  the  parasites  who  fraudulently  take  money  from  the  millions  of 
legitimate  business  in  the  U.S. 

We  have  no  intention  of  lessening  our  efforts  to  educate  and  to  devise  new  ways  to  help  business 
combat  telemarketing  fraud.  As  I  speak  to  you  this  morning,  my  fellow  BBB  executives  from  across 
the  United  States  and  Canada  are  attending  our  annual  assembly.  One  of  the  key  items  of  discussion 
is  the  creation  of  a  single  national  BBB  database,  which  would  pool  the  resources  of  my  Bureau  with 
those  of  179  others  ~  and  make  that  volume  of  information  readily  and  instantaneously  accessible  to 
law  enforcement  agencies  interested  in  prosecuting  fraud,  and  to  responsible  businesses,  large  and 
small  alike,  interested  in  stemming  consumer  and  commercial  fraud  at  its  headwaters. 

The  Better  Business  Bureau  also  has  a  long  history  of  cooperation  and  information  sharing  with 
local,  state  and  federal  law  enforcement  agencies.  A  commitment  by  both  the  Better  Business  Bu- 
reau and  law  enforcement  to  strengthening  existing  ties  or  establishment  of  new  ones  can  only 
accelerate  the  identification  and  prosecution  of  those  fraudulent  telemarketers  whose  activities  sap 
the  strength  of  our  enterprise  system. 

Mr.  Chairman,  members  of  the  Committee,  thank  you  for  your  time  this  morning. 
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Mr.  Chairman  and  members  of  the  Committee:   I  am  Christian 
S.  White,  Acting  Director  of  the  Bureau  of  Consumer  Protection  of 
the  Federal  Trade  Commission.1  The  Commission  appreciates  this 
opportunity  to  provide  the  Committee  with  its  views  on  how 
telemarketing  fraud  affects  small  businesses,  and  to  explore  our 
current  and  future  efforts  to  combat  such  fraud.   The  Committee 
has  specifically  requested  that  the  Commission  address  six 
topics:   (1)  the  extent  to  which  businesses  are  victims  of 
telemarketing  fraud;  (2)  the  extent  to  which  sales  by  legitimate 
telemarketing  firms  are  harmed  by  phone  scams;  (3)  which  types  of 
deceptive  telemarketing  are  most  effective  and  why;  (4)  which 
types  of  small  businesses  may  be  particularly  vulnerable  to 
deceptive  telemarketing;  (5)  new  scams  and  trends  in 
telemarketing;  and  (6)  the  Commission's  views  on  the 
Telemarketing  and  Consumer  Fraud  and  Abuse  Prevention  Act2  and 
the  telemarketing  provisions  of  the  recently  enacted  Violent 
Crime  Control  and  Law  Enforcement  Act  of  1993, 3  (Title  XXV, 
Senior   Citizens  Against  Marketing  Scams,    §§  250001-250008)  .   You 
have  also  requested  a  summary  of  data  from  the  National 
Association  of  Attorneys  General  ("NAAG")/FTC  Telemarketing 


1  The  views  expressed  in  this  statement  represent  the  views 
of  the  Commission.   My  responses  to  any  questions  you  may  have 
are  my  own  and  do  not  necessarily  reflect  the  views  of  the 
Commission  or  any  individual  Commissioner. 

2  Pub.  L.  No.  103-297,  108  Stat.  1545  (1994). 

3  Pub.  L.  No.  103-322,  108  Stat.  1796  (1994) . 
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Complaint  database.4  These  remarks  will  address  each  of  these 
topics. 

Telemarketing  fraud  is  a  serious  and  pervasive  problem  that 
has  been  and  continues  to  be  of  great  concern  to  the  Commission. 
The  House  Committee  on  Government  Operations  has  estimated  that 
consumers  annually  lose  between  $3  to  $4  0  billion  to  fraudulent 
telemarketers.5  Financial  institutions . lose  an  estimated  $300 
million  a  year  from  merchant  fraud  associated  with  fraudulent 
telemarketing.6 

The  vast  majority  of  telemarketing  scams  appear  to  target 
individuals.   Nevertheless,  small  businesses  are  by  no  means  off 
limits  to  deceptive  telemarketers.   Some  telemarketers 
specifically  target  small  businesses  with  their  fraudulent 
pitches.   Most  prominent  among  these  are  the  "toner  phoners"  that 


4  Information  from  the  Database  is  included  in  these 
remarks.   In  addition.  Attachment  A  is  a  membership  list  for  the 
NAAG/FTC  Telemarketing  Complaint  System.   Attachment  B  is  a 
listing  of  the  various  categories  of  complaints,  ranked  by  number 
of  complaints  of  each  category  in  the  database  as  of  September 
15,  1994.   Attachment  C  is  a  listing  of  the  various  complaint 
categories,  ranked  by  the  aggregate  dollar  amounts  lost  by  all 
complainants  in  each  category,  as  of  September  15,  1994.   The 
other  information  requested  by  the  Committee  pertaining  to  the 
Database  is  nonpublic  and  has  therefore  been  provided  to  the 
Committee  on  a  confidential  basis  under  separate  cover. 

5  HOUSE  COMM.  ON  GOVERNMENT  OPERATIONS,  THE  SCOURGE  OF 
TELEMARKETING  FRAUD:   WHAT  CAN  BE  DONE  AGAINST  IT?,  H.R.  REP.  NO. 
421,  102d  Cong.,  1st  Sess.  5  (1991). 

6  Patrick  Michela,  "You  May  Have  Already  Won    .  .  . 
Telemarketing  Fraud  and   the  Need  for  a   Federal^  Legislative 
Solution,    21  PEPP.  L.  REV.  553,  577  (1994). 
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victimize  small  businesses  by  using  misrepresentations  and 
deceptive  omissions  to  sell  photocopier  toner,  office  supplies 
and  cleaning  materials.   The  Commission  has  brought  law 
enforcement  actions  against  a  number  of  defendants  that  have 
allegedly  engaged  in  these  activities,7  and  more  are  in  the 
pipeline . 

In  these  scams,  telephone  salespersons  typically 
misrepresent  their  identity  at  the  outset  of  the  sales 
conversation,  stating  or  implying  that  they  are  calling  from  an 
authorized  supplier  of  the  consumer's  usual  brand  of  photocopier 
or  office  supplies.   They  may  use  a  generic-sounding  name  such  as 
"Main  Distribution  Center"  that  suggests  that  the  call  is  coming 
from  a  sub-unit  within  one  of  the  well-known  photocopier  supply 
companies.   They  may  make  any  number  of  misrepresentations  to 
insinuate  that  the  consumer  has  done  business  with  the  caller  in 
the  past.   Sometimes  they  do  this  by  mentioning  the  brand  of 
copier  the  business  uses  --  information  that  they  have  obtained 
by  a  previous  call  to  the  business  in  which  they  have  persuaded 
an  unsuspecting  phone  operator  or  receptionist  to  divulge  the 
model  number  of  the  business'  copier.   From  the  model  number, 
these  scam  operators  can  determine  the  make  of  the  machine. 
Using  this  and  other  techniques,  these  telemarketers  create  the 
impression  in  the  consumer's  mind  that  he  or  she  is  dealing  with 


7  See,  e.g.,  FTC  v.  Main  Distribution,  Inc.,  No.  94-4467- 
SVW  (SHX) (C.D.Cal.  filed  July  5,  1994);  FTC  v.  Mark  Crittenden, 
No.  CV  91  2019  JGD  [Tx]  (CD.  Cal .  filed  April  18,  1991). 
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the  company's  usual  supplier  of  copier  supplies.   Once  this  false 
impression  is  established,  the  telemarketer  represents  that  a 
price  increase  is  imminent  but  that  merchandise  may  be  purchased 
at  the  old  price  if  the  company  places  an  order  immediately.   The 
salespersons  also  may  misrepresent  the  quantity,  quality  and 
price  of  the  product.   For  example,  the  salespersons  may  claim 
they  are  selling  a  "case"  of  toner,  which  usually  is  packaged 
twelve  bottles  to  the  case,  when  in  fact  they  are  selling  only 
one  or  two  bottles.   They  may  claim  that  the  products  they  sell 
are  name-brand,  when  in  fact  they  are  generic.   Often  they  claim 
that  the  price  is  less  than  the  consumer  usually  pays,  when  in 
fact  the  consumer  is  charged  four  to  ten  times  more  for  the 
product  than  the  price  charged  by  the  consumer's  usual  supplier. 

In  another  commonly  observed  feature  of  this  scam,  the 
telemarketer  will  compromise  an  employee  of  the  targeted  company 
by  sending  the  employee,  often  to  the  employee's  home  address,  a 
"free  gift,"  such  as  a  portable  television  set,  under  the  pretext 
of  expressing  appreciation  for  the  company's  business.   Once  the 
employee  accepts  such  a  "gift,"  the  telemarketer  greatly 
increases  his  chances  of  securing  the  employee's  cooperation  so 
that  the  scam  will  continue  undetected  and  the  business  will 
continue  to  be  victimized.8 


Michela,  supra   note  6,  at  576 
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Office  supply  scams  are  very  successful.   One  investigator 
who  testified  before  the  House  Committee  on  Government  Operations 
estimated  that  these  scams  constitute  a  $200  million-dollar-a- 
year  business  in  California  alone.9  The  reasons  for  the  success 
of  this  type  of  deceptive  telemarketing  are  several.   The 
products  involved  are  those  that  businesses  use  every  day.   The 
salespeople  are  convincing,  and  their  pitch  is  credible.   They 
frequently  possess  information  about  their  victims'  equipment 
that  one  would  normally  expect  only  a  legitimate  supplier  with  a 
long-standing  relationship  with  the  company  to  know.   Moreover, 
the  pitch  exploits  a  basic  need  of  every  business:   the  need  to 
minimize  costs.   These  scams  operate  on  the  assumption  that  any 
business  person  would  want  to  take  advantage  of  one  last 
opportunity  to  purchase  before  a  price  increase. 

These  scams  strike  all  types  of  companies,  large  and  small, 
as  well  as  churches,  synagogues  and  volunteer  organizations. 
Organizations  that  appear  to  be  most  vulnerable  are  those  that  do 
not  have  strict,  centralized  internal  procurement  policies.   For 
example,  some  companies  have  sought  to  protect  themselves  by 
authorizing  only  certain  personnel  to  approve  any  purchase,  even 
"the  usual  order, "  and  by  refusing  any  shipment  not  accompanied 
by  a  purchase  order  number  issued  by  the  company. 


H.R.  REP.  NO.  421,  supra   note  5,  at  24 
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One  of  the  most  damaging  effects  of  fraudulent  activities 
like  this  is  that  sales  by  legitimate  office  supply  companies 
that  sell  over  the  telephone  are  harmed  by  such  scams  because 
past  experience  with  fraudulent  operators  may  make  their 
potential  customers  hesitant  to  deal  with  any  telemarketer 
regardless  of  its  credentials.   While  the  Commission  does  not 
have  systematic  data  on  the  extent  of  such  harm,  many  legitimate 
office  supply  companies  routinely  forward  consumer  complaints  to 
the  Commission,  requesting  assistance  to  end  abusive  practices. 
These  complaints  often  indicate  that  legitimate  telemarketers  are 
harmed  by  the  fraudulent  practices  of  others  in  the  industry. 

Another  type  of  deceptive  telemarketing  that  affects 
prospective  entrepreneurs  and  small  businesses  is  fraudulent 
schemes  to  sell  franchises  and  business  opportunities.   The  staff 
of  the  Commission  have  observed  increased  use  of  telemarketing  in 
the  sale  of  these  "investments."   These  schemes  generally  involve 
false  representations  about  potential  earnings,  exclusivity  of 
territories,  and  the  assistance  that  will  be  provided  to 
prospective  franchisees  --  claims  that  would  violate  both  Section 
5  of  the  FTC  Act  and  the  Commission's  Franchise  Rule,  16,  C.F.R. 
Part  436.   Recent  Commission  enforcement  actions  targeting  such 
scams  demonstrate  that  the  Commission  assigns  a  high  priority  to 
protecting  prospective  entrepreneurs  and  small  business  owners 
from  being  deceived  by  unscrupulous  companies  that  offer 
questionable  business  opportunities,  or  that  fail  to  provide  the 
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necessary  information  for  an  informed  purchasing  decision  in 
compliance  with  the  Franchise  Rule.i0  When  such  unlawful 
conduct  is  found,  the  Commission  may  seek  injunctive  relief  to 
end  the  unlawful  practices  and  civil  penalties  of  up  to  $10,000 
per  violation. 

You  have  asked  about  information  in  the  NAAG/FTC 
Telemarketing  Fraud  Database.   Created  in  1987  as  a  cooperative 
endeavor  by  NAAG  and  the  Commission,  the  Database  is  an 
electronic  system  for  compiling  and  sharing  complaints  about 
telemarketing  fraud.   The  Database  is  a  useful  tool  for 
identifying  the  fraudulent  telemarketers  generating  the  largest 
number  of  complaints  or  the  complaints  with  the  highest  dollar 
volume.   It  provides  the  information  needed  to  spot  trends  in  law 
violations.   It  also  enables  participating  law  enforcement 
agencies  to  learn  about  investigations  being  conducted  by  other 
participating  members.   Finally,  it  is  an  invaluable  aid  in 
identifying  prospective  witnesses  that  can  provide  evidence 
against  fraudulent  schemes  targeted  for  law  enforcement  action. 
Because  telemarketing  scams  are  highly  mobile  --  all  that  is 


10  See,    e.g.,  FTC  v.    Jordan  Ashley,    Inc.,    1994-1  Trade 
Cases  (CCH)  1  70,570  (S.D.  Fla.  1994).   Other  Commission  law 
enforcement  actions  similarly  alleging  deceptive  business 
opportunity  sales  schemes  that  involve  telemarketing  include: 
FTC  v.    Southeast  Necessities,    Inc.,    No.  6848-CIV-Hurley  (S.D. 
Fla.  filed  Sept.  7,  1994);  FTC  v.    Marvin   Wolf,    No.  94-8119  CIV- 
Ferguson  (S.D.  Fla.  filed  March  2,  1994);  FTC   v.  Claude  A.    Blanc, 
Jr.,    No.  2 : 92-CV-129-WCO  (N.D.  Ga .  filed  January  24,  1994);  and 
FTC  v.    O'Rourke,    No.  93 -6511-CIV-Gonzalez  (S.D.  Fla.  filed 
June  21,  1993) . 
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needed  is  a  bank  of  phones  and  a  deceptive  script  --  complaints 
in  the  database  often  enable  the  participating  law  enforcement 
agencies  to  identify  telemarketers  that  have  closed  down  a  scam 
in  one  location  or  jurisdiction  only  to  reestablish  operations 
elsewhere . 

The  Commission  has  recently  taken  steps  to  make  the  Database 
an  even  more  useful  resource.   We  have  improved  and  streamlined 
the  procedures  for  entering  data.   We  have  designed  new  software 
that  makes  the  system  more  "user-friendly"  and  upgrades  its 
search  capacity.   We  have  expanded  the  number  of  participating 
organizations  --  there  are  now  78  federal  and  state  law 
enforcement  organizations  participating,  including  41  state 
attorneys  general.   In  addition,  other  organizations,  such  as  the 
Council  of  Better  Business  Bureaus,  Call  for  Action,  the  National 
Futures  Association,  and  the  National  Office  Machine  Dealers 
Association,  contribute  data  to  the  system,  although  they  cannot 
gain  access  to  information,  in  the  system  because  they  are  not  law 
enforcement  agencies.11  Finally,  we  have  arranged  with  the 
National  Consumers  League  to  input  complaint  data  from  its  800- 
number  telemarketing  fraud  hotline  into  the  Database  within  hours 
after  it  is  received.   The  Commission  greatly  appreciates  this 
major  contribution  from  the  National  Consumers  League  to  the 
battle  against  telemarketing  fraud.   This  arrangement  has 


11  This  limitation  is  needed  to  ensure  compliance  with 
applicable  confidentiality  requirements. 
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significantly  improved  the  quantity  and  timeliness  of  the  data  in 
the  system.   With  these  developments,  the  Database  has  become  a 
very  useful  tool  for  federal,  state  and  local  law  enforcement. 

You  have  asked  about  new  trends  and  recently  emerging  scams 
in  the  field  of  telemarketing.   The  most  numerous  single  category 
of  complaints  in  the  Database  is  that  concerning  promotional 
sweepstakes.12  This  is  a  type  of  deceptive  telemarketing  that 
targets  individuals,  particularly  the  elderly,  rather  than 
businesses.    Promotional  sweepstakes  complaints  are  almost  three 
times  more  numerous  than  the  next  largest  category  of  complaints, 
which  is  so-called  "advertising  specialties."13   In  terms  of  the 
aggregate  amount  paid  by  complainants,  promotional  sweepstakes 
are  second  only  to  gemstone  scams. 

Looking  at  telemarketing  scams  that  typically  target 
entrepreneurs  or  small  businesses,  toner  scams  comprise  the  ninth 
largest  category  of  complaints  in  the  Database.   Business 
opportunity  telemarketing  scams  are  tenth  in  terms  of  the  average 
amount  of  injury  reported  per  individual  complainant. 


12  The  Commission  has  brought  a  number  of  cases  against 
allegedly  deceptive  telemarketing  sweepstakes  promotions.  See, 
e.g.,    FTC  v.    Denny  Mason,    CV-S-93-135-PMP  (D.  Nev.  filed  Feb.  22, 
1993)  ;  FTC  v.    Sierra   Pacific,    CV-S-93-134-PMP  (D.  Nev.  filed  Feb. 
22,  1993)  ;  FTC  v.    Pioneer  Enterprises,    Civ.  No.  CV-S-92-615-LDG- 
RJJ  (D.  Nev.  filed  July  20,  1992) . 

13  An  example  is  a  pencil  inscribed  with  a  logo  or  motto. 
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We  have  recently  observed  a  sudden  increase  in  "recovery 
room"  scams.   These  so-called  recovery  rooms  contact  consumers 
that  have  been  victims  of  prior  telemarketing  scams,  most  often 
sweepstake  schemes.   The  pitch  typically  used  by  recovery  room 
telemarketers  makes  reference  to  the  consumer's  prior 
victimization,  sympathetically  warns  the  consumer  not  to  fall  for 
unscrupulous  telemarketing  schemes  again,  and  then  falsely 
represents  that,  for  an  upfront  fee,  the  scammer  will  assist  the 
consumer  in  obtaining  a  refund  of  the  amount  the  consumer 
initially  lost."   In  fact,  the  recovery  room  is  simply  bilking 
consumers  one  more  time  and  will  not  engage  in  any  such 
"recovery"  efforts  on  their  behalf.   Currently,  these  operations 
are  targeting  individuals  rather  than  businesses. 

Another  recently  popular  fraudulent  scheme  that  strikes 
businesses  and  individuals  alike  is  deceptive  "telefunding. " 
Legitimate  telefunders  raise  funds  for  bona   fide   charities 
through  telephone  solicitation  campaigns.   Fraudulent  or 
deceptive  telefunders,  however,  raise  funds  for  themselves  or  for 
nonexistent  or  phony  charities,  although  sometimes  they  may  use 
the  names  of  bona   fide   charities  in  their  solicitations.   The 
Commission  has  brought  four  cases  in  federal  district  court 


14  A  story  by  reporter  Hattie  Kaufman  broadcast  on  CBS  This 
Morning   on  September  15,  1994,  provided  excellent  insight  into 
the  workings  of  the  recovery  room  scam.   This  report  highlighted 
a  sting  operation,  conducted  by  the  Idaho  Attorney  General's 
office,  targeting  Las  Vegas  recovery  rooms.   The  broadcast 
included  the  audio  portion  of  the  recovery  pitch  delivered  to  a 
state  investigator  posing  as  a  prior  victim.  , 
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challenging  allegedly  deceptive  telefunding.15  The  only 
difference  between  a  telefunding  scam  and  a  run-of-the-mill 
telemarketing  operation  is  that  in  cases  involving  fundraising 
for  a  purported  charity,  the  telemarketers  entice  consumers  with 
the  promise  of  extravagant  prizes  in  return  for  a  donation  to  the 
"charity, "  instead  of  hawking  overpriced  cosmetics  and  fun-filled 
"luxury"  vacations  that  turn  out  to  have  substantial  hidden  costs 
and  restrictions. 

In  addition,  two  more  developments  recently  have  occurred  in 
deceptive  telemarketing.   These  developments  are  not  merely  new 
variations  on  what  we  regrettably  have  come  to  think  of  as 
"conventional"  deceptive  telemarketing,  but  involve  new  uses  of 
technology.   Fraud  operators  are  very  adaptive,  and  are  often 
among  the  first  to  recognize  the  potential  of  new  technology. 
For  example,  when  pay-per-call ,  or  900  number,  technology  emerged 
a  few  years  ago,  unscrupulous  operators  were  among  the  first  to 
appreciate  its  possibilities  for  deceptive  schemes.16   Congress 


is  FTC   v_  Publishing  Clearing  House,    No.  CV-S- 94 -00623  (D. 
Nev.  filed  July  13,  1994);  FTC  v.    Genesis  Enterprises,    No.  CV-S- 
94-00624  (D.  Nev.  filed  July  13,  1994);  FTC   v.  Int'l.    Charity 
Consultants,    Inc.,    No.  CV-S-94-00195-DWH  (LRL)  (D.  Nev.  filed 
March  1,  1994);  FTC  v.    NCH,    Inc.,    No.  CV-S  94-138  LDG  (LRL)  (D. 
Nev.  filed  Feb.  14,  1994).   The  Commission  recently  brought 
another  case  against  an  allegedly  deceptive  fundraiser  preying 
upon  small  businesses,  but  the  scheme  did  not  involve 
telefunding.  FTC  v.    Baylis,    No.  94-0017-S-LMB   (D.  Idaho  filed 
Jan.  10,  1994) . 

16   In  response,  the  Commission  initiated  a  number  of 
lawsuits.  See,    e.g.,    Phone  Programs,    Inc.,    Docket  No.  9247 
(consent  agreement  issued  Dec.  10,  1993);  FTC  v.    U.S.    Sales 

(continued. . . ) 
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and  the  Commission  took  steps  to  address  abuses  in  the  pay-per- 
call  industry  through  regulation;17  the  ingenuity  of  fraud 
operators,  however,  is  seemingly  inexhaustible,  and  they 
continually  move  on  to  exploit  other  new  technologies.   The 
latest  manifestation  of  this  opportunism  is  use  of  the 
"information  superhighway"  to  perpetrate  fraud.   This  could 
potentially  effect  businesses  and  individual  consumers  alike. 

Earlier  this  month  the  Commission  filed  its  first  case 
involving  use  of  the  Internet  to  perpetrate  an  allegedly 
deceptive  scheme,  F.T.C.    v.    Brian   Ccrzine1* .      The  Commission 
alleged  in  its  complaint  that  Mr.  Ccrzine  (also  known  as  "Brian 
Chase"),  doing  business  on  an  online  computer  service  as  Chase 
Consulting,  promoted  a  credit  repair  program  advising  consumers 
to  take  illegal  steps  in  order  to  repair  their  credit  records 
while  falsely  representing  that  the  recommended  course  of  action 
is  "100  percent  legal."   The  Commission  is  seeking  a  permanent 
injunction  prohibiting  these  practices,  and  an  order  which 


16  (  .  .  .continued) 

Corp.,    C.A.  No.  31  C  3893  (N.D.  111.  filed  June  24,  1991);  FTC  v. 
Transworld   Courier  Services,    Inc.,    C.A.  No.  1 : 90-CV-1635- JOF 
(N.D.  Ga.  filed  July  26,  1990). 

17  The  Telephone  Disclosure  and  Dispute  Resolution  Act  of 
1992,  15  U.S. C.  §  5701  et  sea. .  required  both  the  FTC  and  the 
Federal  Communications  Commission  tc  prescribe  rules  governing 
pay-per-call  services  or  900  numbers.   The  FTC's  900  Number  Rule, 
16  C.F.R.  Part  308,.  was  adopted  on  July  26,  1993,  and  became 
effective  on  November  1,  1993. 

18  No.  CIV-S-94-1446  (DFL)  (E.C.  Cal .  filed  Sept.  12, 
1994)  . 
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requires  Corzine  to  pay  consumer  redress.   If  history  serves  as  a 
guide,  however,  we  know  that  Corzine   may  be  only  the  harbinger  of 
many  future  cases  alleging  deception  and  fraud  through 
exploitation  of  the  Internet. 

Another  disturbing  trend  with  the  potential  to  affect  both 
individuals  and  businesses  is  the  expansion  of  deceptive 
telemarketing  into  international  markets.   The  globalization  of 
telemarketing  fraud  mirrors  the  globalization  of  the  world 
economy,  which  has  been  spurred  by  technological  advances  in 
telecommunications  and  finance.   Scam  artists  in  one  country  can 
now  talk  with  ease  to  victims  in  another  and  move  the  proceeds  of 
their  fraud  from  one  country  to  another.   Given  these  changes, 
the  globalization  of  telemarketing  fraud  was  probably  inevitable, 
but  the  trend  may  well  pose  serious  new  challenges  to  the 
Commission's  efforts  to  combat  telemarketing  fraud. 

Many  telemarketers  that  target  American  consumers  are  now 
physically  located  in  other  countries.   Recently,  for  example, 
the  Commission  and  other  consumer  protection  agencies  have 
received  many  complaints  from  consumers  about  telemarketers 
located  in  Canada  who  fraudulently  sell  gemstones  and  precious  or 
strategic  metals  as  investments.   These  foreign  telemarketers  use 
the  same  types  of  pitches  and  techniques  as  fraudulent  domestic 
telemarketers  of  dubious  investments.   For  example,  telephone 
sales  personnel  use  high  pressure  sales  tactics  to  convince 
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consumers  to  invest  in  gemstones  and  similar  products  promising 
big  profits  with  few  risks  and  easy  liquidity.   Sometimes,  the 
sales  agents  claim  there  is  a  new  buyer  for  the  gemstones  or 
metals  a  consumer  has  already  purchased,  but  the  consumer  must 
pay  additional  money  as  a  fee  or  commission  or  must  buy 
additional  investments  before  the  first  investments  can  be  sold. 
The  result  is  that  consumers  generally  end  up  with  investments 
worth  only  a  small  fraction  of  what  they  paid.   Tens  of  millions 
of  dollars  have  been  collected  by  these  firms.   Last  year, 
Canadian  law  enforcement  authorities  announced  arrests  in  several 
of  these  cases.19  More  recently,  in  cooperation  with  the  U.S. 
Postal  Inspection  Service,  the  Royal  Canadian  Mounted  Police,  and 
the  Toronto  Metropolitan  Police,  the  Commission  assisted  the  U.S. 
Attorney  for  the  Middle  District  of  Pennsylvania  in  an 
investigation  of  these  scams  which,  in  July  of  this  year, 
resulted  in  grand  jury  indictments  against  44  defendants  involved 
in  an  international  gemstone  investment  scheme.   This  scheme 
allegedly  swindled  American  investors  out  of  approximately  $3  5 
million. 

On  September  19,  the  Commission  and  Canada's  Bureau  of 
Competition  Policy  co-sponsored  a  conference  in  Ottawa  for 
officials  at  the  federal,  provincial,  and  local  levels  who  are 
concerned  with  the  problem  of  North  American  fraudulent 


19  50  Arrested   in   Cut  Rate  Jewelry  Scam,    Toronto  Star,  June 
3,  1993,  at  A3. 
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telemarketing.   This  was  the  latest  in  a  long  series  of  joint 
efforts  to  coordinate  information  sharing  and  mutual  assistance 
in  law  enforcement  in  our  respective  countries.   We  currently  are 
continuing  to  explore  ways  in  which  the  Commission  may  share 
information  on  telemarketing  and  other  fraudulent  activities  with 
law  enforcement  agencies  outside  the  United  States. 

The  Committee  has  asked  for  the  Commission's  insights  on  the 
recently  enacted  Telemarketing  and  Consumer  Fraud  and  Abuse 
Prevention  Act  (the  "Telemarketing  Fraud  Act").23  As  you  know, 
that  Act  requires,  in  part,  that  the  Commission  issue  regulations 
prohibiting  deceptive  telemarketing  acts  or  practices  and  other 
abusive  telemarketing  acts  and  practices  within  one  year  after 
enactment  --  that  is,  by  August  14,  1995.   Section  3(a)(2)  of  the 
Act  directs  the  Commission,  in  the  regulations  to  be  issued,  to 
define  the  term  "deceptive  telemarketing  acts  or  practices,"  and 
expressly  authorizes  the  inclusion  within  that  definition  of 
"acts  or  practices  of  entities  or  individuals  that  assist  or 
facilitate  deceptive  telemarketing,  including  credit  card 
laundering. " 

Experience  acquired  by  the  Commission  in  its  law  enforcement 
actions  has  demonstrated  that  unscrupulous  telemarketers 
frequently  depend  for  their  success  upon  an  extensive  support 
network  of  service  providers,  such  as  credit  card  launderers. 


Pub.  L.  No.  103-297,  108  Stat.  1545  (1994) 
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The  participants  in  these  networks  distance  themselves  from  the 
consumer  transactions  that  consummate  the  fraud  or  deception,  but 
their  behind-the-scenes  participation  is  essential  to  the  success 
of  the  larger  deceptive  scheme.21   Congress  has  demonstrated 
unambiguously  its  intent  that  the  Commission's  implementing 
regulations  treat  those  who  "assist  or  facilitate"  deceptive 
telemarketing  as  within  the  ambit  of  the  law,  and  such  a 
provision  could  significantly  strengthen  the  Commission's 
enforcement  posture  in  combatting  deceptive  telemarketing.   In 
addition,  the  Telemarketing  Fraud  Act  adds  civil  penalties  to  the 
arsenal  of  remedies  available  to  the  Commission  in  its  efforts  to 
combat  deceptive  telemarketing,  and  empowers  the  state  attorneys 
general  to  bring  actions  in  federal  district  court  to  enforce  the 
FTC  rule  to  be  issued  under  the  Act.   The  Commission  is  preparing 
a  draft  Notice  of  Proposed  Rulemaking  on  which  the  public,  of 
course,  will  have  the  opportunity  to  comment. 

The  Committee  has  expressed  interest  in  the  Commission's 
views  on  the  provisions  of  the  Violent  Crime  Control  and  Law 
Enforcement  Act  of  1994  that  pertain  to  fraudulent  telemarketing. 


21   In  recent  years  Commission  law  enforcement  actions  have 
targeted  participants  in  the  telemarketing  fraud  support  network. 
See,  e.g.,  Citicorp  Credit  Services,    Inc.,    FTC  Docket  No.  C-3413 
(consent  order,  Feb.  4.  1993)  (settling  allegations  that  Citicorp 
Credit  Services,  Inc:  provided  processing  of  credit  card  charges 
for  a  travel  telemarketer,  BankCard  Travel  Club,  when  it  knew  or 
should  have  known  about  the  Club's  deceptive  sales  practices,  as 
evidenced  by,  among  other  things,  a  high  level  of  consumer 
complaints  it  received  concerning  BankCard,  and  a  chargeback  rate 
for  BankCard  that  was  more  than  20  times  the  average  chargeback 
rate  in  the  industry) .  ^ 
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These  provisions  are  found  at  Title  XXV  of  the  Act,  §§  250001- 
250008.   Sections  250002  and  250003  enhance  the  penalties  for 
fraudulent  telemarketing  directed  at  persons  over  the  age  of  55, 
provide  for  mandatory  restitution,  and  direct  the  U.S.  Sentencing 
Commission  to  make  appropriate  adjustments  consistent  with  the 
statute.   Section  250004  authorizes  rewards  of  up  to  $10,000  to 
informants  who  help  convict  fraudulent  telemarketers.   Section 
250008  requires  the  Attorney  General  of  the  United  States, 
subject  to  the  availability  of  appropriations,  to  establish  a 
national  toll-free  hotline  for  the  purpose  of  providing  general 
information  on  telemarketing  fraud  to  interested  persons  and 
gathering  information  related  to  possible  violations  of  Title 
XXV.   Section  250008  further  directs  the  Attorney  General  to 
cooperate  with  the  Commission  to  ensure  that  information  gathered 
through  the  hotline  is  acted  on  in  an  appropriate  manner." 

As  this  Committee  knows,  the  Commission's  jurisdiction  is 
exclusively  civil.   While  generally  favoring  legislative  measures 
designed  to  enhance  deterrence  of  telemarketing  fraud  without 
unduly  burdening  legitimate  business,  the  Commission  suggests 
that  it  may  be  more  appropriate  for  the  Department  of  Justice  to 


22   Section  250001  sets  forth  the  short  title  of  Title  XXV, 
the  "Senior  Citizens  Against  Marketing  Scams  Act  of  1994"; 
Section  250005  authorizes  additional  appropriations  to  the  FBI 
and  the  Department  of  Justice  to  hire  personnel  to  investigate 
and  prosecute  telemarketing  fraud  cases  and  to  engage  in  public 
awareness  and  prevention  initiatives;  Section  250006  broadens  the 
mail  fraud  statute,  18  U.S.C.  §  1341;  and  Section  250007  toughens 
the  access  device  fraud  statute,  18  U.S.C.  §  1029. 
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comment  on  this  legislation.   Section  250008,  however,  explicitly 
mandates  cooperation  between  the  Department  and  the  Commission  in 
establishing  a  telemarketing  fraud  hotline.   The  Commission 
therefore  suggests  that  the  hotline  apparently  contemplated  by 
the  statute  would  largely  duplicate  the  NAAG/FTC  Telemarketing 
Fraud  Database  system  already  in  place.   The  Commission  applauds 
the  authorization  of  additional  resources  to  accomplish  the  goals 
of  the  Database,  but  it  believes  that  the  resources  that  would  be 
needed  to  create  a  second,  similar  system  at  the  Department  of 
Justice  could  be  used  more  effectively  for  enforcement  efforts 
and  consumer  education. 

In  1991  the  House  Committee  on  Government  Operations  lauded 
the  Commission  as  "the  most  active  Federal  regulatory  agency, "  in 
the  war  against  telemarketing  fraud.23  Since  then,  efforts  such 
as  the  FBI's  "Operation  Disconnect"  have  greatly  increased  the 
pressure  on  deceptive  telemarketers,  and  the  Commission  has 
continued  and  will  continue  to  devote  significant  law  enforcement 
and  consumer  education  resources  to  combatting  this  problem. 

The  Commission  strives  to  coordinate  its  law  enforcement 
efforts  with  other  federal  law  enforcement  agencies,  such  as 
representatives  of  the  Commodity  Futures  Trading  Commission,  the 
FBI,  the  Postal  Inspection  Service  and  the  Secret  Service.   The 
Commission  recognizes  that  in  order  to  confront  a  problem  of  such 


H.R.  REP.  NO.  421,  supra   note  5,  at  74 
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a  large  scale,  the  most  efficient  use  must  be  made  of  law 
enforcement  resources  available  on  all  levels.   The  Commission 
staff  participates  in  multi-agency  taskforces,  such  as  those 
operating  in  Los  Angeles  and  Las  Vegas,  and  in  the  Federal 
Telemarketing  Fraud  Work  Group. 

In  addition,  the  Commission  continues  to  work  closely  with 
representatives  of  local  and  state  law  enforcement  agencies.   We 
work  reciprocally  with  individual  state  attorneys  general  to 
bring  cases,  and  we  cooperate  closely  with  NAAG  both  to  develop 
overall  strategies  and  to  implement  systems  for  joint  attacks  on 
telemarketing  fraud.   The  NAAG/FTC  Telemarketing  Fraud  Database 
is  one  example  of  this  cooperation;  another  is  the  recently 
completed  series  of  joint  NAAG/FTC  regional  conferences  designed 
to  provide  training  on  case  investigation  and  litigation  against 
fraudulent  telemarketers,  and  to  establish  and  improve  lines  of 
communication  among  all  law  enforcement  agencies  working  on  this 
problem. 

In  the  future,  the  Commission  will  continue  to  place  a  high 
priority  on  efforts  to  combat  deceptive  telemarketing,  to  work 
with  the  states  and  other  federal  agencies  on  this  problem  and  to 
promulgate  the  most  effective  rule  possible  under  the 
Telemarketing  Fraud  Act.   As  in  the  more  than  120  telemarketing 
cases  filed  by  the  Commission  in  the  past  few  years,  future  cases 
will  apply  the  full  range  of  remedies  for  unfair  or  deceptive 
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acts  or  practices  that  violate  Section  5  of  the  FTC  Act:   ex 
parte  temporary  restraining  orders  accompanied  by  orders  freezing 
corporate  and  personal  assets;  preliminary  and  permanent 
injunctive  relief;  monetary  and  other  redress  for  injured 
consumers;  and  permanent  bans  and  bends  to  ensure  against 
defendants'  future  participation  in  particular  activities  or 
industries  where  the  severity  of  consumer  injury  or  the 
recidivism  of  the  defendants  warrants  such  measures.   Through 
these  efforts,  the  Commission  is  committed  to  maintaining  and,  if 
possible,  increasing  the  pressure  or.  deceptive  telemarketers, 
whether  their  victims  be  individuals  or  businesses. 

Thank  you  for  the  opportunity  to  appear  today  and  report  on 
Commission  activities  in  this  vital  area  of  its  consumer 
protection  mission.   I  am  pleased  tc  respond  to  any  questions  the 
Committee  may  ask. 
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Attachment  A: 
NAAG/FTC  Membership  List  as  of  September  1994 
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NAAG-FTC 


TELEMARKETING 
COMPLAINT /Y/TEM 


Membership  List 
September  1994 
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ATTORNEYS  GENERAL 


ALABAMA 

ALASKA 

ARIZONA 

ARKANSAS 

CALIFORNIA 

COLORADO 

CONNECTICUT 

FLORIDA 

GUAM 

HAWAII 

IDAHO 

ILLINOIS 

INDIANA 

IOWA 


KANSAS 

KENTUCKY 

LOUISIANA 

MAINE 

MASSACHUSETTS 

MARYLAND 

MINNESOTA 

MISSISSIPPI 

NEBRASKA 

MISSOURI 

NEVADA 

NEW  JERSEY 

NEW  MEXICO 

NEW  YORK 


NORTH  CAROLINA 

NORTH  DAKOTA 

OHIO 

PENNSYLVANIA 

OREGON 

TENNESSEE 

TEXAS 

UTAH 

VERMONT 

VIRGINIA 

WASHINGTON 

WEST  VIRGINIA 

WISCONSIN 


SEPTEMBER  1994 
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STATE  AGENCIES 


COMPTROLLER,  STATE  OF  FLORIDA 

CONSUMER  PROTECTION  DIVISION,  CONNECTICUT 

DEPARTMENT  OF  COMMERCE,  CONSUMER  PROTECTION  DIVISION,  UTAH 

DISTRICT  ATTORNEY,  JEFFERSON  PARISH,  LOUISIANA 

DISTRICT  ATTORNEY,  ORANGE  COUNTY,  CALIFORNIA 

DISTRICT  ATTORNEY,  VENTURA  COUNTY,  CALIFORNIA 

DISTRICT  ATTORNEY,  YOLO  COUNTY,  CALIFORNIA 

DISTRICT  ATTORNEY,  2ND  JUDICIAL  DISTRICT,  COLORADO 

DISTRICT  ATTORNEY,  9TH  JUDICIAL  DISTRICT,  NEW  MEXICO 

HAWAII  OFFICE  OF  CONSUMER  PROTECTION 

POUCE  DEPARTMENT,  JEFFERSON  COUNTY,  KENTUCKY 

NEVADA  SECRETARY  OF  STATE 

OHIO  DIVISION  OF  SECURITIES 

PENNSYLVANIA  SECURITIES  COMMISSION 

VIRGINIA  SECURITIES  DIVISION 

WASHINGTON  STATE  SECURITIES  DIVISION 


SEPTEMBER  1994 
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FEDERAL  AGENCIES  AND 
CONTRACTORS 


U.S.  DEPT.  OF  JUSTICE,  FRAUD  SECTION,  CRIMINAL  DIVISION 

UNITED  STATES  ATTORNEY,  CENTRAL  DISTRICT  OF  CALIFORNIA 

UNITED  STATES  ATTORNEY,  SOUTHERN  DISTRICT  OF  CALIFORNIA 

UNITED  STATES  ATTORNEY,  MIDDLE  DISTRICT  OF  FLORIDA 

UNITED  STATES  ATTORNEY,  NORTHERN  DISTRICT  OF  IOWA 

UNITED  STATES  ATTORNEY,  SOUTHERN  DISTRICT  OF  MISSISSIPPI 

UNITED  STATES  ATTORNEY,  WESTERN  DISTRICT  OF  NEW  YORK 

U.S.  POSTAL  INSPECTION  SERVICE 

U.S.  SECRET  SERVICE 

WESTERN  NEW  YORK  TELEMARKETING  FRAUD  TASK  FORCE 

FEDERAL  BUREAU  OF  INVESTIGATION,  LOS  ANGELES,  CA 

FEDERAL  BUREAU  OF  INVESTIGATION,  PHOENIX,  AZ 

FEDERAL  BUREAU  OF  INVESTIGATION,  WASHINGTON,  DC 

INTERNAL  REVENUE  SERVICE,  CRIMINAL  DIVISION 

INTERNAL  REVENUE  SERVICE,  FT.  LAUDERDALE,  FL 

INTERNAL  REVENUE  SERVICE,  CHAMBLEE,  GA 

INTERNAL  REVENUE  SERVICE,  LOS  ANGELES,  CA 

INTERNAL  REVENUE  SERVICE,  PLANTATION,  FL 

INTERNAL  REVENUE  SERVICE,  WALNUT  CREEK,  CA 

FEDERAL  TRADE  COMMISSION 

NATIONAL  WHITE  COLLAR  CRIME  CENTER 

SEPTEMBER  1994 
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DATA  CONTRIBUTORS  ONLY 


CALL  FOR  ACTION 

COUNCIL  OF  BETTER  BUSINESS  BUREAUS 
DIRECT  MARKETING  ASSOCIATION 
NATIONAL  CONSUMERS  LEAGUE 
NATIONAL  FUTURES  ASSOCIATION 
NATIONAL  OFFICE  MACHINE  DEALERS  ASSN. 
ONTARIO,  CANADA  PROVINCIAL  POLICE 
U.S.  DEPARTMENT  OF  COMMERCE 


SEPTEMBER  1994 
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Attachment  B: 
Summary  of  Complaint  Categories  by  Number  of  Complaints 
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NAAG-FTC  TELEMARKETING  COMPLAINT  SYSTEM 
SUMMARY  OF  COMPLAINTS  AT  9/15/94 
SORTED  BY  NUMBER  OF  COMPLAINTS 


ICODEI 


DESCRIPTION 


|  #  OF  COMPLAINTS  I  AMOUNT  PAID] 


2142     Sweepstakes,  Contests 

3707  Ad  Specialties/Promotional  Premiums 

2000     Publications  (Books,  Magazines,  other) 

3606  Precious  &  Semi-precious  Gemstone* 
331 2  Credit  Arrangers  (Advance-fee  Loans) 
2106  Club  Memberships,  Buyers  Clubs 
3305  Credit  Card  Issuers 

2135  Travel/Vacations 
3701  Toner 

0308  Employment  Agencies/Overseas  Employment  Opportunities 

0321  Charitable  Solicitations 

2139  Timeshares 

2140  Travel  Club  Memberships.  Services 
1117  Telephone  -  900  Numbers/600  Numbers 

3600  Investments  (General) 

0322  Reloaders/Refund  Companies 

0305  Work-at-home  Plans 

3607  Strategic  Metals  Sold  as  Investments 
3800  Property  or  Inheritance  Tracers' 

3604  Rare  (Numismatic)  Coins 

3518  Credit  Card  Protection/Credit  Card  Insurance 

1216  Water  Purifiers  (Household) 

1601  Personal  Care  Products 

0302  Business  Cpportunilies-Frarudiises.Oistrbutorships 

0332  Computers,  Related  equipment,  Services 

1 205  Chemicals  (Household  or  Business) 

1712  vitamins 

3609  Wireless  Cable 

3610  Investment  Advice,  Seminars,  Strategies 

3605  Precious  Metals  (GoM.SIver.PlatJnum) 
351 7  Credtt  Repair  Ckvcs 

1804  Cosmetics 

3700  Office  Supples  (e.g.  paper  dips,  staples) 

1603  Medteal  Care  Products  or  Services 

1310  Real  Estate/Listing  Services 

371 0  WrMng  Supplies  (e.g.  pencils,  pens,  markers) 

1713  Health  Foods 

2136  Travel  Certificates 

1704  Diet  Products,  Centers,  Plans 

0306  Educational  Grants,  Scholarships 

3601  Oil  &  Gas  Leases 

3606  Art  (Lithographs.  Animation  Ceils,  and  similar  works) 
3501  Debt  CoDectionAJnauthonzed  Biting 

3706  Light  Bufce 

3712  Keychalns 

0314  Living  Trusts  (Redemption  of  Life  Insurance) 

3703  Typewriter  Ribbons 


1.803 

9,370,510.47 

4.208 

1,283,17561 

1,369 

150,442.62 

925 

14,837,157.25 

910 

212.295  62 

906 

382,224  00 

876 

64.485.17 

869 

417.575.94 

770 

65.284  68 

713 

199,945.00 

709 

305.924.92 

688 

296,550.60 

676 

520.859.96 

576 

104,188.68 

557 

5.393,442.09 

553 

264,680.58 

482 

28.780.00 

467 

3.734,048.79 

403 

156,352.00 

325 

1,119,486.70 

268 

159.436.50 

258 

102.969.00 

256 

110,262  45 

231 

1.212.074.00 

215 

139,014.00 

215 

179,164.99 

214 

164.683.42 

208 

1,768,735.00 

204 

433.135.00 

166 

1.683.514.40 

183 

64,669.69 

175 

76,201.95 

175 

160.915.00 

142 

96.714.28 

141 

49.931.00 

132 

99.562.50 

114 

41,286.00 

98 

12.726.50 

93 

9.190.00 

68 

6,431.00 

66 

692,137.00 

53 

153.629.00 

45 

3.290.59 

43 

2.311.00 

36 

17,453.00 

21 

12.650.00 

17 

160.00 
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NAAG-FTC  TELEMARKETING  COMPLAINT  SYSTEM 
SUMMARY  OF  COMPLAINTS  AT  9/15/94 
SORTED  BY  NUMBER  OF  COMPLAINTS 

Icopd                                 DESCRIPTION  I  *  OF  COMPLAINTS  I  AMOUNT  PAID  I 

1  JNpBWUyPr.mwl  Potto*  M                   IW.W 

3713     Bumper  Stickers  13                     3,065.00 

3702     Copier  Paper  13                     4.474.00 

3705     Stationary  12                     8,972.00 

0315    Inventions/Idea  Promotions  10                  26,828.00 

3708     Hoeday  Decoraboni  ^                     1,032.00 

3611     Stampe  SoM  as  Investments  •                  59,750.00 

3603    Gold  Mining,  Investment*  in  5                  28,000.00 

3602     Coal  Mining,  Investment!  in  \ 104,000.00 

32.724  46.822,381.95 
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Attachment  C: 


Summary  of  Complaint  Categories  Based  on 
Amount  of  Consumer  Dollar  Loss 
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jCODE|Di 


ESCRIPTION 


NAAG-FTC  TELEMARKETING  COMPLAINT  SYSTEM 
SUMMARY  OF  COMPLAINTS  AT  9/15/94 

SORTED  BY  AMOUNT  PAID 

|»  OF  COMPLAINTS  [AMOUNT  PAID  [AVERAGE  PA)d""1 


3606  Precious  &  Semi-precious  Gemstones 
2142   Sweepstakes,  Contests 

3600  Investments  (General) 

3607  Strategic  Metals  Sold  as  Investments 

3609  Wireless  Cable 

3605   Precious  Metals  (Gold.Siver.Platinum) 
3707  Ad  Specialties/Promotional  Premiums 
0302    Business  Opportunifies-FranchisesDistributorsh 
3604   Rare  (Numismatic)  Coins 

3601  Oil  &  Gas  Leases 

2140   Travel  Club  Memberships.  Services 

3610  Investment  Advice.  Seminars.  Strategies 
2135    Travel/Vacations 

2106   Club  Memberships.  Buyers  Clubs 

0321  Charitable  Solicitations 
21 39   Timeshares 

0322  Reloaders/Refund  Companies 

3312   Credit  Arrangers  (Advance-fee  Loans) 

0308   Employment  Agencies/Overseas  Employment  O 

3700  Office  Supplies  (e.g.  paper  dips,  staples) 
1205   Chemicals  (Household  or  Business) 

1712  Vitamins 

351 8    Credit  Card  Protection/Credit  Card  Insurance 

3800   Property  or  Inheritance  Tracers' 

3608  Art  (Lithographs,  Animation  CeRs,  and  similar  wo 

2000   Publications  (Books,  Magazines,  other) 

0332   Computers,  Related  equipment.  Services 

1 80 1    Personal  Care  Products 

1117   Telephone  -  900  Numbers/800  Numbers 

3602  Coal  Mining,  Investments  in 
1216   Water  Purifiers  (Household) 

3710   Writing  Supplies  (e.g.  pencils,  pens,  markers) 
1603   Medical  Care  Products  or  Services 
1804   Cosmetics 

3701  Toner 

3517   Credit  Repair  Clinics 
3305   Credit  Card  Issuers 
361 1    Stamps  Sold  as  Investments 
1310   Real  Estate/Listing  Services 

1713  Hearth  Foods 
0305  Work-at-home  Plans 

3603  Gold  Mining,  Investments  in 
0315  Inventions/Idea  Promotions 
3712   Keychains 

2136   Travel  Certificates 

0314   Living  Trusts  (Redemption  of  Life  Insurance) 

1704   Diet  Products,  Centers.  Plans 

3705   Stationary 


925 

14,837,15755 

16,040.17 

11,803 

9,370,510.47 

793.91 

557 

5,393.442.09 

9,663.02 

467 

3,734,048.79 

7,995.82 

206 

1,768,735.00 

8,566  09 

186 

1 .683,514.40 

9,051  15 

4,208 

1.283.175.61 

304.94 

231 

1,212,074.00 

5547.07 

325 

1,119,486.70 

3.444.57 

66 

892,137.00 

13.51753 

678 

520.859  96 

76853 

204 

433,135.00 

2.12351 

669 

417.575.94 

480.52 

906 

382^24.00 

421.88 

709 

305.924.92 

431 .49 

688 

298,550.60 

433.94 

553 

264.880.58 

478.99 

910 

212595.62 

23359 

713 

199,945.00 

28043 

175 

180,915.00 

1,033.80 

215 

179,184  99 

83342 

214 

164.683.42 

769.55 

268 

159,436.50 

594.91 

403 

156,352.00 

387.97 

53 

153,829.00 

2.902.43 

1,369 

150.442.62 

109.89 

215 

139.014.00 

646.58 

256 

110562.45 

430.71 

576 

104.188.68 

180.88 

2 

104,000.00 

52,000.00 

258 

102,969.00 

399.10 

132 

99,562.50 

75456 

142 

96,71458 

681.09 

175 

76,201.95 

435.44 

770 

65584.68 

84.79 

163 

64,689.69 

353.50 

876 

64,485.17 

73.61 

6 

59,750.00 

9,958  33 

141 

49,931.00 

354.12 

114 

41586.00 

362.16 

482 

28,780.00 

59.71 

5 

28.000.00 

5,600.00 

10 

26,826.00 

2,682.80 

36 

17,453.00 

464.81 

98 

12,728.50 

129.88 

21 

12,650.00 

602.38 

93 

9,190.00 

98.82 

12 

8.972.00 

747.67 
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NAAG-FTC  TELEMARKETING  COMPLAINT  SYSTEM 

SUMMARY  OF  COMPLAINTS  AT  9/15/94 

SORTED  BY  AMOUNT  PAID 


p  OF  COMPLAINTS 

lAMOUNT  PAID  |AVERAOE  PAID      | 

0306    Educational  Grants,  Scholarships 

— Te^ 

TJSTCSo"  '             till 

3702  Copter  Paper 

13 

4,474.00                        344.15 

3714  Display  Frames  &  Posters 

14 

4,161.00                        29721 

3501   Debt  CafectaWUnautMrtod  Bang 

45 

3,29059                          73.12 

3713   Bumper  Stickers 

13 

3.065.00                      235.77 

3706   light  Butoe 

43 

2.311.00                        53.74 

3708  HoMay  Decorations 

7 

1,032.00                        147.43 

3703  Typewriter  Rtibons 

17 

160.00                            9.41 

32.724 

46,822.361  95 
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MasterCard  International 
1401  Eye  Street  N.W. 
Washington,  DC  20005 
202  789-5960 
Fax:  202  789-5964 


September  26,  1994 


^        ^ 


Chairman  John  J.  LaFalce 
Committee  on  Small  Business 
2361  Rayburn  House  Office  Building 
Washington,  DC  20515-6315 

Dear  Mr.  Chairman: 


On  Wednesday,  September  28,  the  Committee  on  Small  Business  will  hold  a  hearing  on 
telemarketing  fraud.  MasterCard  International  appreciates  the  Committee's  interest  in  and 
attention  to  this  multi-billion  dollar  problem. 

MasterCard  and  the  National  Fraud  Information  Center,  a  project  of  the  National 
Consumers  League,  have  launched  a  national  consumer  education  campaign  designed  to 
help  consumers  learn  to  spot,  stop,  and  report  telemarketing  fraud.  The  campaign  has 
included  television  and  radio  public  service  announcements  featuring  "L.A.  Law"  star 
Corbin  Bernsen,  and  a  brochure  entitled  "Schemes,  Scams  &  Flim-Flams  ~  A  Consumer's 
Guide  to  Phone  Fraud."  The  PSAs  have  been  seen  and  heard  by  millions  of  consumers, 
and  over  225,000  brochures  have  been  distributed. 

The  Committee's  actions  will  increase  the  public's  awareness  of  telemarketing  fraud,  and 
better  empower  consumers  to  defend  themselves  against  it.  To  assist  you  in  preparation 
for  the  hearing,  I  am  enclosing  a  copy  of  the  brochure  and  some  background  material.  A 
VHS  copy  of  the  PSAs  has  been  given  to  the  Committee. 

On  behalf  of  MasterCard  and  its  120  million  card  holders,  thank  you  for  your  efforts  to 
eliminate  telemarketing  fraud.  If  I  can  be  of  any  further  assistance,  or  provide  you  with 
any  additional  information,  please  do  not  hesitate  to  call  me  at  (202)  789-5960. 

Sincerely, 


William  P.  Binzel 

Director,  Government  Relations 

enclosures 
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MasterCard  International  Incorporated 

1401  Eye  Street.  N.W. 

Suite  240 

Washington,  DC.  20005 

(202)  789-5960 


National  Fraud  Information  Center 

c/o  National  Consumers  League 

815   15th  Street,  N.W. 

Washington,  D.C.  20005 

(202)  639-8140 


CONSUMER  FRAUD;  THE  HUMAN  TOLL 


Millions  of  Americans  are  victims  of  consumer  fraud  each  year.  The  National 
Fraud  Information  Center  estimates  direct  losses  due  to  consumer  fraud  range 
from  $10  billion  to  $40  billion  each  year  (exact  figures  are  unavailable  since  many 
victims  never  report  or  under-report  their  losses).  Who  are  the  victims?  Anyone 
with  a  telephone  and  a  mailing  address.  But  a  Harris  Survey  conducted  for  NFIC 
indicates  that  con  artists  target  those  least  able  to  withstand  their  pitch:  the  very 
young  and  very  old,  the  disabled  and  those  with  a  poor  command  of  the  English 
language.  Here  are  just  a  few  of  their  stories,  as  reported  recently  to  the  National 
Fraud  Information  Center  (NFIC): 

•  A  16-year-old  received  a  call  from  a  Colorado  company  informing  her  than 
she  had  just  won  a  fabulous  cash  prize.  Noting  that  she  had  not  yet  signed  up 
for  the  company's  magazine  subscription  program  —  a  promotion  connected 
with  the  prize  offer  —  the  teenager  readily  agreed  to  a  contract  for  three 
magazines.  The  contract  authorized  the  magazine  promoters  to  withdraw  $60 
per  month  from  her  checking  account  -  through  the  year  2007  A.D.  She 
never  did  receive  a  prize.  And,  when  the  father  cancelled  the  automatic 
withdrawals  from  her  checking  account,  the  company  threatened  to  "ruin  her 
credit  forever." 

•  A  Japanese- American  fabric  store  owner  in  Southern  California  agreed  to 
make  a  contribution  to  a  caller  who  described  himself  as  a  representative  of  a 
local  law  enforcement  agency  anti-drug  unit  The  woman  sent  $100  shortly 
before  Christmas  of  1993  and  was  contacted  again  in  February.  When  she 
resisted  making  another  contribution,  the  caller  threatened  to  bum  down  her 
business.  She  made  two  additional  $100  payments  before  reporting  the  matter 
to  NFIC. 

•  A  northeast  Arkansas  man  thought  he  had  the  investment  opportunity  of  a 
lifetime  —  raising  ostriches.  He  purchased  two  ostrich  chicks  from  a 
California  breeder,  paying  $7,000  for  the  pair.  The  breeder  told  him  that 
ostrich  farming  was  the  fastest-growing  and  most  lucrative  investment 
opportunity  going.  Ostrich  meat,  hide  and  feathers  would  make  him  rich. 
The  ostrich  farmer  is  still  waiting  for  the  chicks  to  arrive. 


"Know  the  difference.  Hang  up  on  fraud." 
To  Report  Fraud,  Call:  1-800-876-7060 
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Want  to  strike  it  rich  and  help  your  country?  Canadian  dealers  have  been 
promoting  a  rare  strategic  metal,  indium.  One  Ohio  investor  paid  $75  per 
ounce  to  take  delivery  of  the  metal.  He  was  told  that  indium  is  used 
extensively  in  the  Star  Wars  program  and  is  in  such  short  supply  that  it  will 
double  and  triple  in  value  within  months.  The  Ohio  investor  paid  $15,000  for 
two  hundred  ounces  of  the  metal.  Fact  is:  indium  is  virtually  worthless.  It 
sells  for  less  than  $5  per  ounce.  But  that  hasn't  prevented  thousands  of 
American  investors  from  falling  victim  to  this  "precious"  metals  scam. 

A  young  Kentucky  woman  didn't  know  how  dangerous  it  is  to  give  out  credit 
card  information  over  the  phone  —  until  she  got  her  statement  earlier  this 
year.  She  responded  to  a  postcard  from  Houston  informing  her  that  she  was  a 
grand-prize  winner.  She  called  an  "800"  number  and  was  told  that  she  had  to 
provide  her  credit  card  expiration  date  for  identification  purposes.  The  next 
month,  she  had  a  $699  charge  on  her  credit  card  bill.  The  Houston  firm 
somehow  had  gotten  hold  of  her  credit  card  account  number  and  needed  only 
the  expiration  date  to  complete  the  transaction  on  her  account. 

When  an  elderly  York,  Pennsylvania  man  died  on  March  10,  his  executors 
discovered  that,  prior  to  his  death,  he  had  transferred  more  than  $105,000  in 
assets  to  fraudulent  telemarketing  firms  throughout  the  country.  Individual 
payments  to  boiler  rooms  ranged  from  a  low  of  $300  to  a  high  of  $10,000. 
Some  of  the  firms  to  which  the  man  made  payments  during  the  last  year  of  his 
life  were  companies  that  promised  to  recover  payments  already  made.  His 
heirs  are  trying  to  recover  their  losses,  but  stand  little  chance  of  doing  so. 

### 
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MasterCard  International  Incorporated 

1401  Eye  Street.  N.W. 

Suite  240 

Washington,  DC.  200115 

(202)  789-5960 


National  Fraud  Information  Center 

c/o  National  Consumers  League 

815    15th  Street,  N.W. 

Washington.  DC.  20005 

(202)  639-8140 


PHONE  FRAUD  FACTS 


According  to  a  1992  Harris  Survey  conducted  for  NF1C: 

•  More  than  one  in  six  Americans  (17  percent)  find  it  very  or  somewhat 
difficult  to  resist  a  telephone  sales  pitch. 

•  In  the  past  two  years,  3  percent  of  American  adults  (or  more  than  5.5  million 
people)  bought  something  by  telephone  that  they  now  feel  was  a  definite  fraud. 

Nearly  two-thirds  (62  percent)  of  the  American  public  would  not  know  where 
to  call  to  determine  the  legitimacy  of  a  telephone  offer  or  promotion. 

One  in  three  (34  percent)  of  American  adults  have  been  contacted  by 
telephone  about  purchasing  a  financial  investment. 

•  Of  those  people  contacted  by  telephone  about  purchasing  a  financial 
investment,  5  percent  actually  purchased  the  investment. 

•  Only  just  over  half  (54  percent)  of  American  adults  would  hang  up  the  phone 
when  someone  they  didn't  know  presented  them  with  a  fabulous  opportunity 
to  make  an  investment. 

Of  the  remaining  46  percent,  only  25  percent  would  ask  for  more  information. 

Virtually  all  (92  percent)  of  American  adults  have  at  one  time  or  another 
received  postcards  or  letters  notifying  them  that  they  had  "definitely"  been 
awarded  a  "guaranteed"  prize;  nearly  one  third  (31  percent)  have  responded  to 
such  offers. 

•  Only  31  percent  of  those  responding  ever  received  a  prize;  only  19  percent 
received  their  prize  without  having  to  buy  a  product  or  pay  a  fee. 

According  to  the  National  Fraud  Information  Center  (NFIC): 

NFIC  operators  field  an  average  of  250  calls  per  day  and  log  approximately 
50-60  fraud  complaints  a  day  into  its  database. 

•  Consumer  losses  as  a  result  of  telemarketing  fraud  range  from  $10  billion  to 
$40  billion  every  year  (the  range  reflects  the  fact  that  some  victims  never 
report  --  or  under-report  —  their  losses). 


"Know  the  difference.  Hang  up  on  fraud." 
To  Report  Fraud,  Call:  1-K0(l-876-70(.(r' 
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Because  of  this  under-reporting,  the  National  Consumers  League  estimates 
that  there  are  at  least  a  million  Americans  who  were  defrauded  in  the  past 
year  and,  for  one  reason  or  another,  did  not  report  it. 

Consumers  who  have  been  conned  stand  very  little  chance  of  ever  seeing  any 
of  their  money  again,  even  if  the  con  artist  is  caught. 

Telemarketing  and  direct  marketing  fraud  is  often  aimed  at  those  who  can 
least  afford  the  loss:  the  elderly,  those  living  on  fixed  incomes  and 
low-income  consumers,  especially  "new  Americans." 


### 
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KNOW  THE  DIFFERENCE: 
THE  IMPORTANT  OF  IFGITIMATE  TELEMARKETING  ORGANIZATIONS 


Telemarketing  15  a  legitimate  medium  used  by  legitimate  businesses  and  various 
organizations. 

According  to  Telemarketing  Magazine,  telemarketing  is  a  $600  billion-dollar-industry 
that  has  grown  20  percent  within  the  past  few  years. 

And  while  it's  important  that  consumers  know  how  to  protect  themselves  against 
telemarketing  fraud,  it  is  just  as  important  to  understand  that  thousands  of  reputable 
businesses,  non-profit  groups  and  philanthropic  organizations  depend  on  telemarketing 
activities  for  their  sales  or  fund-raising  efforts. 

Industries  that  rely  on  telemarketing  include  but  are  not  limited  to: 

Cable  TV 

Fund-raising 

Pharmaceutical/Medical 

Manufacturers 

Publishers 

Wholesale  Distributors 

Direct  Marketing 

Telemarketing  Service  Agencies 

Finance/Banking 

Retailers 

Telecommunications 

Insurance 


"Know  the  difference.  Hang  up  on  fraud." 
To  Report  Fraud,  Call:  1-800-876-7060' 
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According  to  the  Direct  Marketing  Association: 

•  Telemarketing  ranks  second  only  to  direct  mail  as  a  tool  businesses  and  charitable 
organizations  employ  to  reach  potential  patrons. 

•  In  1991,  nearly  48.5  percent  of  direct  marketers  used  telemarketing  as  a  tool  to 
reach  consumers  or  businesses. 


LEGITIMATE  telemarketers  will... 

Provide  the  full  name,  address  and  telephone  number  of  their  business  or 
organization. 

•  Send  information  on  the  products  or  services  they're  offering  or  the  nature  of  their 
organization. 

Answer  questions  about  how  they  got  your  name,  the  full  costs  of  the  product  or 
services  offered,  and  the  expiration  date  of  the  offer  that  is  made. 

According  to  a  survey  conducted  by  Simmons  Market  Research  Bureau  in  1992: 

•  An  estimated  184  million  Americans  purchased  goods  or  services  on  the  telephone 
in  1992. 

Total  population  ordering  by  telephone  ranked  by  age  group  (top  three  categories):* 

Ages  25  to  34  -  43.2  million 
Ages  35  to  44  -  38.9  million 
Ages  65  or  older  -  30.3  million 

Total  population  ordering  by  telephone  ranked  by  level  of  education  (top  three 
categories):* 

Graduated  High  School  -  71.8  million 

Did  Not  Graduate  High  School  -  39.7  million 
Attended  College  -  36.6  million 

Total  population  ordering  by  telephone  ranked  by  marital/family  status  (top  three 
categories):* 

Married  -  109.1  million 

Parents  -  61.4  million 

Single  -  40.8  million 


150 


Total  population  ordering  by  telephone  ranked  by  household  income  (top  three 
categories):* 

$30,000  or  More     -  106.3  million 
$40,000  or  More     -  78.2  million 
$50,000  or  More     -  56  million 

### 

*  Simmons  Market  Research  Bureau,  1992. 
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National  Fraud  Information  Center 

c/o  National  Consumers  League 

815    15th  Street,  N  W 

Washington,  DC.  20005 

(202)  639-8140 


KNOW  THE  DIFFERENCE:  HANG  UP  ON  FRA  UP 
National  Public  Service  Announcement  Campaign 


MasterCard  International  —  together  with  the  National  Consumers  League's 
National  Fraud  Information  Center  (NFIQ  -  has  created  a  national  Public  Service 
Announcement  (PSA)  campaign  to  reach  consumers  with  important  messages  on 
how  they  can  best  protect  themselves  against  telemarketing  fraud.  The  PSA 
campaign  supports  MasterCard's  ongoing  consumer  education  programs.  PSA 
campaign  highlights: 

Television  and  Radio  Spots 

•  Three  spots  —  10-second,  20-second  and  30-second  --  feature  celebrity  Corbin 
Bemsen  ("L.A.  Law")  discussing  telemarketing  fraud  and  steps  that  people 
should  take  to  prevent  being  victimized. 

The  National  Fraud  Information  Center's  1-800  number  (1-800-876-7060)  is 
given  at  the  end  of  the  spot;  people  can  call  to  request  more  information  or  to 
report  an  incident  of  telemarketing  fraud. 

Consumer  Brochures 

•  More  detailed  information  on  telemarketing  fraud  is  available  to  consumers 
via  MasterCard's  1-800  number  (1-800-999-5136).  Consumers  can  request 
the  brochure  "Schemes,  Scams  &  Flim-Flams:  A  Consumer's  Guide  to  Phone 
Fraud." 

Pimt  PSAs 

•  Print  PSAs  will  be  made  available  to  magazines  and  other  publications 
nationwide  in  three  sizes:  2-6/16"  X  9-1 1/16";  4-1/4"  X  4-7/16";  and  2-3/16" 
X  5-1/4". 

The  print  PSAs  include  NFIC's  1-800  information  and  complaint  number. 
MasterCard's  1-800  number  is  also  listed  so  consumers  can  order  the  free 
guide. 


Posters 


Educational  posters  help  consumers  understand  the  difference  between 
legitimate  telemarketers  and  fraudulent  callers.  They  carry  NFIC's  1-800 
number. 


"Know  die  dilil-rciitc.  Hjng  up  on  fraud." 
To  Report  Fraud,  Call:  1-800-876-7060 
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TRANSCRIPT  OF  SURVEILLANCE  TAPE  RECORDINGS 

Iowa  Department  of  Justice,  Attorney  General's  Office 
Consumer  Protection  Division 


Tape  Number  1 :   March  1,  1994  (a.m.) 


Hello. 

Hello,  Anna  please. 

Yes. 

Speaking? 
Yes. 
Anna,  this  is  Mark ,  I'm  calling  from  the  Consumer 


Anna 

Mark 

Anna 

Mark 

Anna 

Mark 

Recovery  Agency  in  New  York. 


Anna 
Mark 
Anna 
Mark 


Uh-huh. 

How  are  you  doing? 

Oh,  pretty  good. 


Alright,  listen,  uh,  to  shorten  it  up  for  you,  I've  been 
dealing  with  a  lot  of  the  people  who  have  been  ripped  off  by  the 
telemarketing  companies. 


Uh  huh. 

OK,  unfortunately,  you  fell  in  that  category. 

Uh. 


Your  name,  some  of  these  companies,  we're  seizing  their 
clientele  in,  I  mean  your  name  is  popping  up  in  a  few  different 
places . 


Uh  huh. 

Too  many. 

Yes,  I've  lost  some  money. 


A 

M 

A 

M:  I  know.  You  lost  a  substantial  amount  of  money.  I  was  just 
talking  to  a  couple  of  the  directors  here.  They  said  because  of 
the  company's  you've  dealt  with  you're  entitled  to  a  refund. 

A:   Oh  good,  how  much? 

M:  Ok,  well  we  gotta  work,  I  have  a  figure  here.  Did  you  ever  add 
up  what  you  lost? 
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Urn  just  roughly.  I  think  it's  close  to  $50,000.00. 
Ok,  I  had  48  down  here. 
Well  that's  pretty  close. 

So 

How'd  you  get  all  that? 

Well,  as  I  said  when  some  of  these  companies  were  shut  down, 


OK,  that  doesn't  mean  anything--we  can  still  go  after  them. 

A:   Oh. 

M:  But,  some  of  them  were  shut  down  and  when  that  happens  a  lot  of 
times  a  company  like  mine,  the  attorneys  will  get  all  those 
accounts  from  the  company  that  got  shut  down. 

A:   Uh  huh. 

M:  And  we  start  sorting  through  the  things  seeing  who  lost  how 
much,  who  lost  where,  this  and  that,  contacting  people  trying  to 
help  them,  and  your  name  popped  up  with  a  few  companies. 

A:   Ah. 

M:  So,  that's  pretty  much  my  research  department's  job.  OK. 
They're  looking  through,  they're  the  ones  getting  us  the  evidence 
to  help  shut  these  people  down  so  they're  doing  pretty  much  of  the 
listing. 

What  I'd  like  to  send  you  are  first  of  all  a  contract,  and  I'd 
like  to  send  you  some  forms. 

A:    OK. 
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Tape  Number  Two:   March  1,  1994  (p.m.) 
Anna:   Hello. 
Mark:   Hi  Anna. 


A: 

Hi. 

M: 

It's  Mark. 

A: 

Oh,  Uh  huh. 

M: 

How  was  your  lunch? 

A: 

It  was  good. 

155 


Good,  do  you  got  company  now? 

No,  not  now. 

OK,  good.  Listen,  uh,  did  you  check  your  records? 

Yeah. 

OK. 

I  don't  have  that  much  money. 


I'm  having  a  little  problem  with  them  too.   They  wanted  more. 
I  told  them  I'm  gonna  have  to  put  some  in  for  you. 


Oh,  really. 

Will  you  allow  me  to  that? 

Put  some  money  in  my  account? 

No,  I'm  gonna  put  some  money  in  for  you  here,  so  you  don't 
have  to  send  as  much. 

A:    Oh  well,  I  don't  want  you  to  have  to  do  that. 

M:  Anna!  You've  lost  $50,000.  I  need  to  get  the  money  back. 
That's  the  only  way  I'm  going  to  be  able  to  shut  a  couple  of  these 
companies  down. 

A :    Hmm . 

M:  So  I  kind  of  need  to  recover  money  for  you  because  that's  my 
evidence  against  them.  That  they  stole  it.  You  along  with  other 
people,  and  then  I  can  shut  'em  down. 

A:    Uh  huh. 

M:  So  actually,  we  need  to  work  together  and  I  told  them- -I  said, 
"listen,  if  I  gotta  put  some  money  in  for  her,  fine." 

What  did  you  come  up  with?  Are  you  gonna  be  able  to  make  it? 
At  least  five  or  six  thousand? 


Well,  I  had  about  six  thousand  in  my  savings. 

OK.   You  have  to  transfer  it  into  checking  then. 

Uh  huh. 

OK.  You  don't  have  that  in  your  checking  though? 

No. 

OK,  I'm  just  asking  you.  I'm  not... 
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A:    I  had  several  hundred  in  my  checking  is  all. 

M:  Right.  OK.  This  is  what  I'm  gonna  do.  I  don't  want  you  to 
clean  the  whole  savings  out.  I  want  you  to  leave  it  open  so  when 
you  start  getting  checks  back,  you  don't  have  to  open  a  new 
account.  You  can  put  them  in  your  old  one,  OK?  So  I  don't  want 
you  to  close  that  out.  So  don't,  OK? 

A:    Uh  huh. 

M:  So  don't.  I  mean  don't  worry  about  it.  We'll  make  up  for  the 
slack  for  now,  but  when  you  start  getting  your  money  back  you  might 
have  to  make  up  for  it  a  little  bit  sooner  than  I  think.  Alright? 

A:    OK. 

M:  I'm  saying  after  you  get  maybe  twenty  or  $25,000  back  they 
might  have  you  pay  a  couple  more  thousand. 

A:    Uh  huh. 

M:    But  that's  not  going  to  be  a  problem? 

A:    No,  if  I  had  the  money  it  wouldn't.... 

M:  Right,  right.  As  long  as  you  put  it  away  when  it  comes  in  then 
when  they  ask  for  the  balance  it's  not  going  to  be  a  problem. 

A:    Uh  huh. 

M:  Pay  your  bills  off,  put  some  money  back  in  the  bank  and  get 
back  on  two  feet  for  me. 

A:    OK. 

M:  That's  going  to  be  the  biggest  joy  for  me  is  seeing  you  back 
on  your  feet.  OK. 

A:    Me  too. 

M:  Well,  I  told  you  you'll  be  able  to  sleep  a  little  bit  better 
too. 

A:    OK,  well. 

M:    Now,  how  much  exactly. . .what  was  in  the  savings? 

A:  Well,  he  said  it  was  about  almost  six  thousand.  It  was  five 
thousand  nine  something  . . . 

M:    Alright. 

A:    Why  don't  we  go  with  this  then  we're  gonna  go  with 

$5,200.00  you're  going  to  have  to  transfer  that.  OK? 
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Tape  Number  Three:   March  2,  1994  (a.m.) 

Anna:     Hello? 

Mark:     Good  morning.   Anna? 

Anna :      Yes . 

Mark :      Hi .   Mark . 

Anna :     Yes . 

M:    How  are  you  doing  today? 

A:    Oh,  pretty  good. 

M:    What  happened  last  night?  Did  you  have  a  late  lunch  or  dinner? 

A:    Did  you  call  me  back? 

M:  Yeah--I  called  you  probably  up  until  about  5,  5:30,  which  was 
about  4:30  your  time. 

A:  Oh,  well,  I  was  back  until  about  4:15  or  so,  and  then  I  went 
over--well,  I  don't  know.  I  was  home  after  lunch,  but  then  I  left 
again. 

M:    Yeah,  I  talked  to  you  then. 

A:    Yeah. 

M:  You  were  going  through  some  papers.  You  wanted  to  make  sure, 
you  know,  these  doctor  bills  and  things  aren't  going  to  be,  you 
know,  put  off. 

A:  Yeah.  Well,  and  I  decided  that  I  don't  have  enough  money  to 
do  this,  so  I--I'm  just  going  to  let  it  go. 

M:    You're  going  to  let  your  $50,000  you  lost  disappear. 

A:    I'm  afraid  I  have  to,  because  I  just  can't  send  any  money. 

M:  Anna- -I- -it  hurts  me  more  than  anything  to  hear  you  say  that. 
It  has  nothing  to  do  with  the  money.  I  can't  help  it.  The  lawyers 
take  fees,  we  put  money  into  the  research  department.  I  mean,  you 
need  your  name  off  of  the  national  business  list,  and  that  takes 
some  time  and  work.  And  if  you  only  have  five  or  six  thousand 
dollars  in  the  bank,  you  think  that's  going  to  get  you  through  the 
rest  of  your  life? 

A:    No,  but  I'm  afraid  to  get  it  any  lower  than  that. 
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M:  The  point  is,  Anna,  I  wouldn't  have  you  spend  the  last  bit  of 
money  you  had  if  you  weren't  going  to  get  results  on  this  recovery. 

A:    Yeah,  well. . . . 

M:  Now,  we're  going  to  see  results  in  two  weeks.  I  already 
talked  to  them  about  a  speedy  recovery.   But-- 

A:    Well... 

M:  ...I'm  not  going  to  let  them  say  no  to  you  because  of  money, 
OK?  I  know  how  bad  it  is  right  now.  I've  spoken  to  many  people, 
who've  lost  as  much  as  you  have,  if  not  more,  and  they're  down  to 
their  last  pennies.  And  it  really  hurts- -it  does.  I  have  helped 
people.  That's  why  I'm  in  this  business,  is  to  help  people.  So  if 
I  have  to  help  you  financially  a  little  bit,  I  do  that  also, 
sometimes,  depending  on  how  you  sound.  I'm  a- -I  can  judge  a 
character  pretty  good  over  the  phone.  That's  why  I  like  to  talk  to 
you  a  lot . 


Well,  I  appreciate  that... 

Well,  ... 

. . .but  I'm  afraid  to  empty  my  bank  account  out  anymore. 

I  know.   It's  just  the  money,  huh? 

Yeah. 

Listen,  I'm  going  to  put  you  through  for  $2500,  alright? 

Really? 
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Buffalo  is  the  nation's  boom  town  for  a  slick  new  breed  of  thieves  who  use 
sweet  talk,  false  promises  and  high  pressure  to  rob  elderly  people  of  money  set 
aside  for  their  retirement  and  in  some  cases  even  their  funerals. 

Las  Vegas  remains  king  of  sweepstakes  telemarketing,  an  industry  that  federal 
investigators  say  will  swindle  consumers  out  of  $  1  billion  this  year. 

But  Buffalo  --  with  some  help  from  organized  crime  --  is  catching  up  fast. 

The  big  Las  Vegas  firms  rack  up  larger  sales  figures,  but  Buffalo  in  the  past 
year  has  passed  the  Nevada  city  in  the  number  of  sweepstakes  telemarketing 
companies  --  59  here  to  32  in  Las  Vegas. 

"Las  Vegas  and  Buffalo  are  becoming  the  scam  capitals  of  the  world, "  said 
Bill  Henderson,  president  of  the  Las  Vegas  Better  Business  Bureau. 

The  money  involved  is  so  quick  and  easy  that  Buffalo's  mob  family  has  smelled 
the  profits.  Some  people  associated  with  organized  crime  have  moved  into  an 
industry  that  rakes  in  millions  of  dollars  by  falsely  promising  luxury  cars, 
cash  bonuses  and  other  fabulous  prizes . 

"There  are  a  lot  of  people  with  connections  to  organized  crime  who  are 
involved  in  telemarketing, "  said  Angelo  P.  Alessandra,  Buffalo's  chief  of 
detectives.  "Some  telemarketing  companies  are  legitimate  businesses  selling 
legitimate  products.  Others  are  pure  scam  artists." 

What  distinguishes  these  new  telemarketing  firms  --  some  of  these  outfits 
call  themselves  premium  companies  because  everyone  wins  some  kind  of  prize  --  is 
the  way  they  go  beyond  simple  inquiries,  hoping  for  a  response. 

They  enter  the  homes  of  their  victims  using  weapon  of  a  new  era  -- 
computer-generated  phone  lists  of  retirees  and  pensioners.  And  once  inside,  they 
use  the  age-old  smooth  talk  of  a  snake  oil  salesman  to  rob  their  prey. 

"These  people  are  sharks,"  said  Robert  Gall,  an  attorney  in  Saskatoon, 
Saskatchewan  --  across  the  continent  from  Buffalo  --  whose  84 -year-old  client 
has  spent  thousands  of  dollars  on  products  ordered  from  Buffalo  telemarketing 
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firms . 

Victims  are  typically  the  elderly,  the  frail  and  the  weak  of  body  and  mind. 
But  the  victims  are  not  hit  or  miss.  Telemarketers  target  these  people. 

They  narrow  down  their  search  by  buying  the  computer  lists  of  phone  numbers 
and  addresses  of  the  most-affluent  elderly  persons  with  credit  cards,  and  of 
those  living  in 

the  best  neighborhoods  and  others  confined  to  nursing  homes.  And  once  a 
telemarketer  has  worked  the  prey,  it  swaps  its  "sucker  list"  with  other 
telemarketers . 

And  those  suckers  pay.  One  Buffalo  telemarketer  has  described  his  operation 
as  having  24  phones,  making  $  600  on  each  sale  and  depositing  about  $  40,000  a 
week. 

Buffalo's  hucksters  use  sophisticated  technology  and  simple  techniques.  A 
Buffalo  News  investigation  has  found: 

Profits  are  astronomical.  Some  local  salesmen  make  a  quarter  million  dollars 
a  year,  and  one  cleared  $  15,000  in  a  week.  A  former  bartender  who  owns  one 
local  company  is  now  ringing  up  sales  of  at  least  $  11  million  a  year. 

Buffalo  residents  have  little  to  fear  from  the  companies  operating  here. 
They  may  operate  from  Buffalo,  but  the  companies  sell  only  to  customers  outside 
New  York  State. 

Sweepstakes  telemarketers  are  the  area's  fastest  growing  and  sleaziest 
business.  Buffalo  had  only  a  dozen  such  firms  in  1991.  Last  year,  there  were 
than  five  times  as  many  telemarketers,  and  the  Better  Business  Bureau  was 
flooded  with  nearly  4,000  inquiries  from  all  over  the  nation. 

Telemarketing  sales  people  ooze  sincerity,  sharing  details  of  their  personal 
lives  with  lonely  people.  The  sales  people  promise  a  lot  --  fancy  cars,  jewelry, 
thousands  of  dollars  in  cash.  But  when  smooth  sales  talk  fails,  they  are  not 
afraid  to  use  the  stick.  One  salesman  threatened  to  phone  an  elderly  woman  every 
day  for  the  rest  of  her  life  unless  she  bought. 

The  sales  pitch 


"You  won  big! " 

That's  what  Helen  Heverly,  a  75-year-old  widow  from  Beech  Creek,  Pa.,  was 
told  by  a  salesman  from  Promotions  Unlimited  of  Buffalo. 

"They  always  mentioned  the  Cadillac,"  she  said. 

Mrs.  Heverly  took  the  bait.  In  hopes  of  getting  her  promised  car,  she  spent  $ 
3,500  for  more  beauty  products  than  she'll  ever  use  in  her  lifetime. 

But  she  never  got  a  Cadillac.  Her  prize  was  a  bracelet  with  tiny  "sapphires." 

Mrs.  Heverly  eventually  received  a  $  1,500  refund  after  she  reported  the 
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company  to  Pennsylvania's  attorney  general,  who  forwarded  the  complaint  to  the 
New  York  State  attorney  general's  office  in  Buffalo. 

"In  my  mind,  there  is  no  difference  between  walking  into  a  bank  and  saying, 
'This  is  a  stickup'  and  calling  up  an  89-year-old  invalid  and  taking  her  money," 
said  Dennis  Rosen,  an  assistant  state  attorney  general. 

Although  Mrs.  Heverly  got  back  some  of  her  money,  thousands  of  others  are  not 
so  lucky. 

Most  people  taken  in  by  these  offers  are  too  embarrassed  to  complain  about 
the  grossly  overpriced  vitamins  --a  typical  package  valued  at  $  40  worth  sells 
for  $  698  --  water  filters  and  other  items  they've  bought.  When  they  do 
complain,  victims  are  often  ignored  by  the  companies  or  are  talked  into  a 
settlement  for  far  less  than  what  they  lost. 

No  regulations  in  New  York 


New  York  is  wide  open  territory  for  telemarketers .  New  York  is  not  among  the 
19  states  with  licensing  requirements  or  regulations. 

Authorities  are  not  defenseless,  however,  and  some  are  striking  back  against 
telemarketers . 

The  Federal  Trade  Commission  in  the  last  several  years  has  brought  90  federal 
court  actions  against  telemarketing  scams  with  total  sales  of  more  than  $  1 
billion.  In  the  past  two  years,  various  states  have  shut  down  150  operations. 
Federal  postal  inspectors  closed  another  43 . 

The  FBI  in  March  carried  out  a  series  of  raids  in  Buffalo,  Las  Vegas  and  17 
other  cities. 

But  too  often,  the  closings  and  raids  are  like  mowing  a  lawn  full  of 
dandelions.  Even  more  spring  up  in  their  place. 

"We  don't  want  to  pick  the  dandelion;  rather,  we  want  to  pull  out  the  roots," 
said  Eileen  Harrington,  the  Federal  Trade  Commission's  associate  director  of 
marketing  practices.  "The  roots  nourish  the  dandelions,  but  they  are  hard  to 
get . " 

Starting  up  the  business 


There's  little  wonder  why  so  many  new  companies  pop  up.  It  takes  little 
business  savvy  and  even  less  money  to  start  a  telemarketing  operation. 

The  head  of  Global  Industries,  whose  company  is  now  in  bankruptcy  court,  paid 
$  25  for  a  state  business  certificate,  borrowed  $  11,000,  and  set  up  shop  on 
Transit  Road  in  Depew. 

He  advertised  in  The  Buffalo  News  for  telemarketing  sales  people,  installed  a 
set  of  phone  banks,  and  his  salesmen  went  to  work.  These  salesmen  sold  $  300  pen 
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sets  and  $  799  fireproofing  packages  to  people  across  the  country.  Victims  said 
they  thought  they  had  won  a  new  Nissan  truck  or  $  5,000  cash. 

For  smaller  telemarketing  companies  like  Global,  companies  in  Las  Vegas 
handle  everything  from  providing  products  and  premiums  given  away  as  prizes  to 
selling  lists  of  potential  customers.  One  national  company  sells  lists  of 
affluent  elderly  people  for  $  50  per  thousand  names. 

Local  telemarketers  say  they  publish  scripts  for  their  sales  people  to  follow 
and  fire  those  who  stray  from  it.  They  tape-record  orders  and  insist  they  issue 
refunds  if  customers  complain. 

But  those  who  have  worked  in  telemarketing  in  Buffalo  say  the  most  lucrative 
operations  encourage  their  sales  people  to  make  presentations  "gray, "  to  fudge 
the  truth,  to  dangle  the  fancy  cars  and  other  prizes  as  a  sure  thing. 

It's  the  psychology  of  the  "boiler  room,"  the  industry  name  for  the  kind  of 
office  where  dozens  of  people,  mostly  young,  spend  their  days  selling  across  the 
country. 

Inside  the  boiler  room 


The  boiler  room  has  a  language  all  its  own.  Those  who  make  the  initial  call 
are  known  as  "openers."  When  a  supervisor  hears  the  pitch  faltering,  a 
"takeover"  steps  in  to  give  the  customer  quick  assurance  about  how  valuable  the 
prizes  are.  Finally,  a  "closer"  may  get  on  the  line  to  clinch  the  sale. 

A  company  may  have  an  approved  script,  but  boiler  room  veterans  s;ay  it 
doesn't  take  a  new  worker  long  to  realize  that  those  who  follow  the  published 
instructions  don't  make  many  sales. 

"The  way  the  deception  seeps  in  is  listening  to  the  other  telemarketers," 
said  the  FTC's  Ms.  Harrington.  "I  mean,  who  in  their  right  mind  would  spent  $ 
598  on  some  crummy  vitamins?" 

Persistence  is  a  much-honored  trait  in  the  boiler  room. 

Margaret  Carey,  an  89-year-old  widow  from  Huntington,  Pa.,  said  she  sent 
Promotions  Unlimited  of  Buffalo  $  15,600  after  she  was  promised  she  would  win 
such  prizes  as  a  Lincoln  Town  car,  a  Ford  Aerostar  van  or  cash  prizes  ranging 
from  $  5,000  to  $  25,000. 

She  was  hit  five  times  by  Promotions'  persistent  sales  force,  who  kept 
promising  that  just  one  more  purchase  would  put  her  on  the  list  for  that  big 
prize.  She  never  won  a  thing.  But  now  she  has  piles  of  cosmetics,  air  and  water 
purifiers,  energy  tablets  and  pens. 

Promotions  Unlimited  admitted  to  the  attorney  general's  office  that  the  "Just 
Say  No  to  Drugs"  pens  cost  the  company  22  cents  each.  Promotions  sold  the  pens 
for  more  than  $  4  apiece . 

•Don't  ever  hang  up* 
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Timothy  Sherry,  chief  operating  officer  for  one  of  Western  New  York's  biggest 
sweepstakes  telemarketers,  RFG  Enterprises,  told  undercover  FBI  agents  that  his 
typical  boiler  rooms  have  24  phones,  make  $  600  a  sale,  and  deposit  about  $ 
40, 000  a  week. 

Sherry  also  told  the  undercover  agents  that  some  of  RFG's  sales  force  make  $ 
250,000  a  year,  and  that  one  made  $  15,000  in  a  single  week. 

Before  the  attorney  general  obtained  a  temporary  order  shutting  down 
Promotions  Unlimited,  its  staff  of  100  to  140  phone  workers  sold  items  to  3,000 
customers  across  the  country  with  sales  estimated  in  the  millions. 

If  Promotions'  smooth  sales  talk  failed  to  work,  company  salesmen  had  other 
methods . 

After  81-year-old  Gladys  Dixon  of  Chicago  finally  said  enough,  that  she  was 
not  going  to  talk  to  a  salesman  any  longer,  she  hung  up.  The  phone  rang  again. 

"Don't  ever  hang  up  on  me  again,"  the  Promotions  salesman  told  her,  "or  I 
will  call  you  at  this  time  every  day  of  your  life  until  you  die." 

Avoiding  New  York  customers 


Telemarketing  companies  claim  they  award  their  big  prizes  to  customers  as 
promised.  Promotions  Unlimited  gave  state  investigators  a  list  of  five  of  their 
3,000  customers  who  won  cash  prizes.  But  when  the  five  people  were  called,  it 
turned  out  each  had  actually  sent  in  more  money  than  any  prize  was  worth. 

Helga  Boe  of  Rosemead,  Calif.,  said  she  received  a  $  5,000  award  from 
Promotions.  But  her  canceled  checks  show  she  had  sent  the  company  a  total  of  $ 
19,196. 

Like  Buffalo's  other  telemarketers,  Promotions  made  no  local  sales. 

"The  fact  they  don't  operate  in  the  state  is  one  more  indication  there  is  no 
upside  to  this  business,"  said  Rosen,  the  assistant  attorney  general.  "It's 
highly  unusual  for  a  legitimate  business  not  to  sell  in  its  local  area." 

Telemarketers  were  wrong  if  they  thought  selling  out  of  state  would  keep 
attention  away  from  them. 

In  the  last  five  months,  the  state  moved  against  Promotions  Unlimited, 
freezing  the  company's  bank  accounts  and  obtaining  court  orders  barring  its 
officials  from  further  telemarketing  pending  a  trial . 

The  FBI  in  March  raided  telemarketing  companies  run  by  Buffalo  native  Richard 
Secchiaroli,  who  became  wealthy  in  Las  Vegas  through  telemarketing.  As  part  of 
the  same  operation,  agents  also  raided  companies  affiliated  with  Rocco  F. 
Guadagna,  described  as  the  telemarketing  king  of  the  Buffalo  area. 

The  FBI  froze  $  800,000  in  Guadagna ' s  checking  account  and  seized  $  260,272 
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from  the  bank  account  of  one  of  Secchiaroli's  companies,  Regency,  and  $  78,023 
from  another  in  March. 

FBI  agents  had  another  case  virtually  handed  to  them  when  a  ham  radio 
operator  started  picking  up  disturbing  cellular  telephone  calls  between  a 
telemarketer  from  Max  Life  Enterprises  and  the  salesman's  mother.  The  salesman 
talked  about  how  bad  he  felt  cheating  old  folks . 

While  sweepstakes  telemarketers  often  dangle  a  new  Cadillac,  Jeep  or  other 
vehicle  before  their  potential  customers,  rarely  do  they  deliver. 

One  Buffalo  company,  Accredited  Alliance,  awarded  a  car  only  after  the  Better 
Business  Bureau  started  asking  questions.  But  it  was  no  Cadillac  or  luxury  car 
the  company  gave  away,  it  was  a  moderately  priced  Ford  Festiva. 

Growth  not  a  surprise 


The  RFG  companies,  grossing  $  11  million  in  yearly  sales,  awarded  just  one 
car  --a  Mercury  to  a  couple  in  Hawaii  who  were  flown  here  for  a  vacation  in 
1991.  The  company  claimed  it  was  about  to  give  away  another  car  when  the  FBI 
staged  its  raid. 

Rosen  of  the  attorney  general's  office  said  it  is  no  surprise  that 
t a 1  inar k« t ing  is  growing  so  quickly. 

"It  doesn't  take  a  lot  of  intelligence,"  he  said,  "to  realize  that  if  you  can 
talk  on  the  phone,  can  lie  well,  and  have  absolutely  no  conscience,  you  can  do 
very  well . " 

MONDAY:  The  victims  tell  their  stories. 

GRAPHIC:  Ron  Moscati  and  Denni9s  Enser/Buf falo  news   Setting  up  shop  in 
Buffalo  a  look  at  some  local  f l«mark«tinq  offices     New  Life  Marketing  at 
1444  Hertel  Ave.      Regency  Marketing  at  3494  Delaware  Ave.      North  American 
Enterprises'  Buffalo  office  at  3673  Delaware  Ave.      RFG  Enterprises 
headquarters  at  100  Corporate  Parkway  in  Amherst.      Promotions  Unlimited  at 
3167  Bailey  Ave.      Logik  Enterprises  at  496  Elmwood  Ave.   Listed  -on  the  Rise 
from  1991  to  1992,  inquiries  to  the  Better  Business  Bureau 
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She  lives  alone. 

She's  a  widow,  71  years  old.  She  lives  on  a  meager  pension.  She  describes 
herself  as  one  of  those  people  who  naturally  trusts  others. 

Marianne  Brooks  was  the  perfect  mark  for  Uni-Tel  National  Enterprises. 

Mrs.  Brooks,  a  retired  seamstress,  says  Uni-Tel  last  year  cheated  her  out  of 
her  life's  savings  --  $  20,000  in  Canadian  funds  --  by  promising  her  a  new 
Cadillac  and  persuading  her  to  send  money  for  overpriced  products  she  didn't 
need. 

She  drives  a  beat-up  1982  Dodge  and  could  have  used  a  new  car.  But  instead, 
her  $  20,000  bought  her  a  water  purifier  for  the  kitchen  sink,  some  boxes  of 
beauty  and  cleaning  products  and  a  harsh  lesson  about  telemarketing  in  the 
1990s.  "I  sent  them  every  penny  I  had.  That  was  my  burial  money,"  Mrs.  Brooks 
said,  sitting  at  the  kitchen  table,  so  upset  and  angry  that  she  sometimes  shook 
when  she  talked. 

"On  some  days,  the  calls  started  at  7:30  in  the  morning  and  didn't  stop  until 
10:30  at  night.  They  will  never  take  no  for  an  answer." 

Uni-Tel  salesmen  didn't  physically  attack  Mrs.  Brooks.  They  didn't  break  into 
her  home  like  burglars  in  the  night.  Instead,  they  used  a  telephone  to  intrude 
into  the  life  of  a  lonely  woman  and  hammered  away  with  slick  sales  pitches  until 
she  agreed  to  send  them  her  money. 

One  salesman,  who  called  himself  Shawn  Originolo,  told  Mrs.  Brooks  he  felt 
close  to  her.  He  told  her  of  his  own  hopes  and  dreams  for  his  2-year-old  son. 
He  seemed  like  a  friend,  Mrs.  Brooks  said. 

"He  told  me,  after  I  got  my  new  car,  he  and  his  wife  were  going  to  come  up  to 
Toronto  and  take  me  to  dinner  and  out  to  see  'Phantom  of  the  Opera, '  "  Mrs. 
Brooks  recalled.  "It  was  a  lie.  All  lies." 
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Thomas  C.  D'Agostino,  a  Uni-Tel  lawyer  in  Buffalo,  said  that  if  the  company 
was  aware  of  the  conduct,  any  salesman  who  lied  to  Mrs.  Brooks  in  that  manner 
would  have  been  fired  immediately.  He  said  the  company  constantly  monitors  its 
employees  to  make  sure  they  don't  mislead  customers. 

But  Mrs.  Brooks,  who  took  notes  about  many  of  her  conversations  with  Uni-Tel, 
said  her  experience  with  the  Buffalo  company  changed  her  life.  For  weeks,  she 
refused  to  answer  her  telephone.  She  spent  many  sleepless  nights  wondering  how 
she  could  be  so  gullible  and  how  anybody  could  live  with  himself  cheating 
elderly  people. 

"Thanks  to  them,  I  don't  trust  people  any  more,"  Mrs.  Brooks  said.  "I  used 
to,  but  no  more.  I  get  so  mad,  I  start  shaking." 

A  longtime  friend  of  Mrs.  Brooks  also  noted  the  change  in  her. 

"She  trusted  people.  That  was  her  only  crime,"  said  the  friend,  a  Toronto 
businessman.  "Maybe  she  deserved  to  be  punished  a  little  bit  for  being  so 
foolish,  but  she  didn't  deserve  this." 

The  businessman,  who  has  been  calling  and  writing  letters  to  Uni-Tel  since 
last  October  to  get  a  refund  for  Mrs.  Brooks,  spoke  to  The  Buffalo  News  on  the 
condition  that  his  name  not  be  used. 

The  Buffalo  telemarketing  empire  of  Rocco  Guadagna  --  which  includes  RFG, 
Uni-Tel  and  Rocco  F.  Guadagna  Enterprises  Corp.  --  was  built  with  the  money  of 
Mrs.  Brooks  and  hundreds  of  people  like  her  throughout  the  United  States  and 
Canada . 

Mrs.  Brooks  meets  the  profile  of  a  typical  telemarketing  victim:  a  trusting 
elderly  person  who  lives  alone,  outside  Buffalo,  and  can  be  pressured  into 
sending  money  to  a  stranger. 

Many  of  the  Buffalo  telemarketing  firms  aim  their  pitches  at  Canadians 
because  Canadians  often  are  confused  about  tariffs  and  luxury  taxes  to  be  paid 
on  American  purchases,  said  Tracy  Sadeghian,  trade  practices  director  for  the 
Buffalo  Better  Business  Bureau. 

"What  these  companies  look  for  is  vulnerable  people.  Widowers  or  widows, 
older  people  who  are  susceptible  to  being  pressured,"  said  Joan  A.  Wickett, 
victim-witness  coordinator  for  the  U.S.  attorney's  office.  "So  many  of  the 
victims  tell  us  the  same  thing  --  the  calls  were  relentless,  and  they  wouldn't 
take  no  for  an  answer . " 

Mrs.  Wickett  has  interviewed  approximately  200  people  from  the  United  States 
and  Canada  who  say  they  were  scammed  by  Buffalo  telemarketing  firms.   Almost  all 
the  victims  were  at  least  70  years  old,  and  many  were  in  their  80s,  she  said. 

Mrs.  Brooks  was  certainly  no  high  roller. 

A  widow  since  1989,  she  lives  in  a  small  home  on  $  1,395  a  month  in  pension 
benefits.  Almost  every  day,  she  drives  to  a  nursing  home  to  wash  and  feed  a 
90-year-old  friend. 
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Mrs.  Brooks  said  she  wasn't  trying  to  win  the  Caddy  for  herself.  She  planned 
to  sell  the  vehicle  and  use  the  money  to  help  her  brother,  a  construction  worker 
who  has  been  out  of  work  for  two  years. 

Enter  Obi-Tel*. 

This  is  Mrs.  Brooks'  and  the  businessman's  version  of  their  dealings  with  the 
company : 

March  1992.  Mrs.  Brooks  receives  her  first  correspondence  from  the  company, 
which  then  had  offices  at  100  Corporate  Parkway  in  Amherst.  It  is  a  slinger 
congratulating  Mrs.  Brooks  for  winning. 

Illustrations  on  the  slinger  show  $  2,500  cash,  a  diamond- and- sapphire  tennis 
bracelet,  a  new  Cadillac,  a  vacation  and  a  46 -inch  Sony  television  set. 

"One  of  these  exquisite  awards  is  absolutely  guaranteed  to  be  yours,"  the 
slinger  reads. 

But  there  is  a  catch.  Before  collecting  her  prize,  Mrs.  Brooks  will  have  to 
buy  a  water  purifier  for  $  499.  Enticed  by  the  offer,  Mrs.  Brooks  mails  a  check 
for  $  499. 

The  filter,  which  attaches  to  Mrs.  Brooks'  kitchen  faucet,  arrives  in  early 
May.  Uni-Tel  also  sends  a  letter  telling  Mrs.  Brooks  that  she  is  involved  in  a 
"chance  promotion"  and  that  her  chances  of  winning  a  1992  Cadillac  Coup  DeVille 
are  actually  one  in  100,000. 

May  11,  1992.  A  Uni-Tel  representative,  Tim  Hayes,  calls  to  ask  if  she  is 
happy  with  the  water  filter.  He  says  another  representative  will  call  later. 

Later  May  1992.  Uni-Tel  representative  Mark  Dauer  calls,  saying  that  Mrs. 
Brooks  is  in  line  to  win  a  number  of  prizes,  "ranging  from  a  1992  Cadillac  to  $ 
2,500  cash."  Still  no  prizes  arrive. 

June  1992.  Another  representative,  Shawn  Originolo,  begins  calling  Mrs. 
Brooks.  He  speaks  to  her  about  10  times  over  the  next  few  weeks. 

At  one  point,  he  tells  Mrs.  Brooks  to  make  sure  that  she  was  sitting  down,  or 
that  somebody  is  with  her,  because  the  news  he  has  for  her  is  so  exciting.   "You 
have  already  won  a  diamond  bracelet,  but  why  bother  with  it?  We  have  the  biggest 
surprise  of  your  life.  You  have  won  the  1992  Cadillac!"  Originolo  allegedly 
tells  the  woman.  "We  will  roll  out  the  carpet  for  you.  My  wife  and  I  will  come 
to  Toronto  and  take  you  out  for  dinner  and  a  show." 

Originolo  tells  Mrs.  Brooks  he  will  deliver  the  car  himself. 

But  there  is  a  catch. 

To  get  the  car,  Mrs.  Brooks  will  have  to  send  him  a  check  for  $  12,000  to 
help  Uni-Tel  promote  its  products.  Originolo  tells  Mrs.  Brooks  he  will  need  a 
picture  of  her,  to  be  used  in  the  company's  brochures,  next  to  a  photo  of  her 
new  car. 

"I  was  stupid.  I  sent  him  the  check,"  Mrs.  Brooks  said. 
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June  30,  1992.  Mrs.  Brooks  sends  the  $  12,000  check.  Originolo  sends  a 
Federal  Express  truck  to  her  home  to  pick  it  up.  Uni-Tel  cashes  the  check  July  2 
in  St.  Catharines,  Ont. 

Mid- July  1992.  Still  no  Cadillac,  nor  any  other  prize. 

Joseph  Meli,  a  Uni-Tel  representative,  calls  Mrs.  Brooks,  saying  he  knows 
"all  about  the  Cadillac."  When  she  asks  him  how  to  get  her  car,  Meli  tells  her 
he  will  need  an  additional  payment  of  $  15,000  "to  make  it  happen"  and  says  she 
also  will  have  to  help  him  promote  the  sale  of  cleaning  products  in  Toronto. 

After  some  heated  negotiation,  Meli  tells  Mrs.  Brooks  another  $  8,000  will  be 
acceptable.  Then  she  will  get  her  Cadillac. 

Aug.  18,  1992.  Mrs.  Brooks  sends  the  $  8,000  check,  and  again  Uni-Tel  sends  a 
Federal  Express  truck  to  pick  it  up.  Uni-Tel  cashes  the  check  Aug.  19  in 
Buffalo. 

Aug.  24,  1992.  Still  no  car.  But  a  shipment  of  16  cartons  of  Uni-Tel  water 
filters  and  two  cartons  of  skin  care  products  arrives  at  Mrs.  Brooks'  home. 

Sept.  22,  1992.  Still  no  car.  A  shipment  of  Uni-Tel  cleaning  products,  beauty 
products  and  f lame-retardant  chemicals  arrives  at  Mrs.  Brooks'  home. 

Oct.  8,  1992.  The  Toronto  businessman  helps  Mrs.  Brooks  write  letters  to 
Uni-Tel,  Guadagna  and  Ted  Cardenas,  a  supervisor.  The  letters  relate, 
step-by-step,  what  happened  to  Mrs.  Brooks  and  demand  a  refund  of  $  20,000.   The 
businessman  follows  up  with  several  phone  calls  to  Cardenas  and  an  aide  of 
Cardenas,  who  calls  herself  Maria. 

Guadagna  "would  never  come  to  the  phone,"  the  businessman  says. 

The  businessman  also  engages  a  Buffalo  lawyer,  Daniel  J.  Henry  Jr.,  to  seek  a 
refund  from  Uni-Tel. 

Over  the  next  several  weeks,  Mrs.  Brooks'  phone  rings  incessantly  each  day, 
but  at  the  businessman's  direction,  she  declines  to  answer  it. 

November  1992.  Robert  Barba,  director  of  customer  service  for  Rocco  F. 
Guadagna  Enterprises  Corp.,  sends  Mrs.  Brooks  a  letter.  The  letter  tells  her 
that  the  company  has  been  trying  to  contact  her  and  that  she  must  call  the 
company  herself  in  order  to  "resolve  this  matter." 

February  1993.  Maria  tells  Mrs.  Brooks'  friend,  the  Toronto  businessman,  that 
Uni-Tel  is  willing  to  pay  a  $  5,000  settlement  to  Mrs.  Brooks.  The  businessman 
refuses,  and  then  refuses  an  $  8,000  offer.  He  tells  Maria  that  Mrs.  Brooks 
wants  all  $  20,000  back  but  might  be  willing  to  take  $  15,000. 

Late  February  1993.  Maria  calls  the  businessman,  this  time  with  a  big  change 
of  heart .  Maria  says  that  if  she  had  known  what  had  happened,  she  would  have 
straightened  out  the  whole  situation  with  Mrs.  Brooks  months  earlier.  She  tells 
him  Uni-Tel  is  ready  to  pay  a  $  15,000  refund.  But  no  check  arrives. 

"We  are  convinced  that  Uni-Tel  began  to  change  its  position  because,  by  this 
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time,  they  knew  the  FBI  was  bearing  down  on  them,"  the  businessman  said. 

Early  March  1993.  Maria  sends  Mrs.  Brooks  a  "Refund/Credit/Exchange 
Agreement"  form,  in  which  Uni-Tel  formally  agrees  to  pay  a  $  15,000  settlement. 

March  4,  1993.  Buffalo  agents  of  the  FBI,  U.S.  Postal  Inspection  Service  and 
the  Secret  Service  confiscate  Guadagna ' s  records  during  raids  at  his  offices  in 
Buffalo  and  Amherst.  Uni-Tel  shuts  down  in  Amherst  and  in  the  Buffalo  Hilton. 

April  1993.  Mrs.  Brooks  receives  another  letter  from  Guadagna  Enterprises, 
informing  her  that,  because  federal  agents  seized  the  company's  "records  and 
funds,"  Uni-Tel  is  unable  to  issue  refunds. 

June  1993 \.,  SfeilXno  car.  Still  no  prizes.  Still  no  refund. 

When  the  events  described  by  Mrs.  Brooks  and  the  businessman  were  presented 
to  Guadagna's  lawyer,  D'Agostino  said  Uni-Tel  can't  give  anyone  a  refund  right 
now  because  the  FBI  has  confiscated  all  of  the  company's  records. 

Without  those  records,  D'Agostino  said,  he  doesn't  even  know  how  the  company 
is  going  to  fill  out  its  tax  forms. 

He  added  that  Guadagna  would  never  allow  any  of  his  employees  to  treat  a 
customer  the  way  Mrs.  Brooks  claims  she  was  treated. 

Mrs.  Brooks  said  her  problems  with  Uni-Tel  shattered  her  life.  In  addition  to 
robbing  her  of  her  savings,  Mrs.  Brooks  said,  the  experience  caused  her  health 
problems.  She  is  now  on  medication  for  heart  and  nerve  ailments. 

On  the  day  a  reporter  interviewed  her  in  her  home,  a  mail  carrier  delivered 
five  different  sweepstakes  promotions.  One  of  the  envelopes,  sent  by  a  company 
called  Poole's  Fifth  Avenue  in  Hawkesbury,  Ont.,  had  "CONGRATULATIONS"  stamped 
on  the  front  with  big,  red  letters. 

"Return  the  WINNING  claim  number  so  we  can  publicly  announce  Marrian  Brooks, 
YOU'RE  A  $  10,000  WINNER!"  the  letter  inside  read. 

"They  didn't  even  spell  my  name  right,"  Mrs.  Brooks  said.  "Since  I  bought 
that  water  filter,  every  single  day  I  get  letters  like  this.  Now  I'm  on 
everybody's  list.  I  feel  like  a  fool." 

TUESDAY:  In  the  boiler  room. 

GRAPHIC:  JOHN  RUSSELL,  Buffalo  News,  Some  days,  the  telephone  started  ringing 
at  Marianne  Brook's  home  at  7:30  a.m.  and  didn't  stop  until  10:30  p.m.        ; 
Slinging  Promises:  The  slinger  promised  at  least  one  of  these  awards:  $  2,500 
cash,  a  diamond-and-sapphire  tennis  bracelet,  a  new  Cadillac,  a  vacation  or  a 
46 -inch  Sony  television  set. 
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BODY: 

Marianne  Brooks  is  just  one  of  many  victims  of  telemarketing  fraud.   Here 
are  some  other  people  from  across  the  nation  and  Canada  who  told  The  Buffalo 
News  or  law  enforcement  agencies  they  were  scammed  by  Buffalo  firms: 

Ed  Cotterell,  72,  Toronto.  Cotterell,  a  pensioner,  lives  alone  in  a  tiny 
apartment  near  Toronto ' s  waterfront . 

He  says  promises  of  big  prizes  led  him  to  send  $  1,000  to  Uni-Tel  in  1992. 
He  got  boxes  of  shampoo  and  beauty  products,  but  no  prizes.  In  June,  he  sent  $ 
5,400  to  Vita  Systems,  a  Las  Vegas  company  owned  by  Buffalo  native  Richard 
Secchiaroli,  for  "Say  No  To  Drugs"  coffee  cups.  At  his  son's  insistence, 
Cotterell  stopped  payment  on  the  check  before  Vita  Systems  cashed  it. 

Tulsa,  Okla.  woman,  78.  Between  October  1991  and  last  February,  she  sent  a 
total  of  $  40,000  to  three  Buffalo  telemarketing  firms  --  North  American 
Enterprises,  VIP  and  Uni-Tel.  Each  time,  she  was  promised  she  would  win  a  car. 

In  March,  she  sent  another  $  3,500  to  Max-Life  Enterprises,  another  Buffalo 
company.  She  said  that  firm's  representative  began  by  telling  her  he  knew  she 
had  been  cheated  by  other  telemarketers  and  would  make  sure  that,  this  time,  she 
would  be  a  $  2  5,000  jackpot  winner. 

The  manager  of  Max-Life  was  Robert  Barba,  former  customer  service  manager  for 
Uni-Tel.  He  was  indicted  in  April  on  wire  fraud  and  mail-fraud  charges.   The 
Tulsa  woman  said  she  is  so  ashamed  of  her  own  actions  that  she  hasn't  told  her 
family  about  her  losses. 

"I  live  alone,  and  I  guess  I  was  grateful  to  have  someone  to  talk  to,"  she 
said. 

Sam  Taormina,  86,  Detroit.  In  1992,  he  sent  $  700  to  a  Global  Industries  of 
Buffalo  for  vitamins.  He  received  no  vitamins,  but  he  recently  got  a  letter  from 
U.S.  Bankruptcy  Court  informing  him  that  Global  is  out  of  business. 

Cindy  Broderick,  36,  Omro,  Wis.  A  dairy  farmer  and  mother  of  six,  she  sent 
Global  $  300  last  year  for  pen  sets  and  then  $  799  for  fireproof ing  products. 
She  got  the  pen  sets,  which  she  said  appear  to  be  worth  only  a  fraction  of  $ 
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300,  but  not  the  f ireproof ing.  She  got  no  prizes. 

"They  told  me  I  won  either  a  Nissan  truck  or  $  5,000  cash,"  Mrs.  Broderick 
said.  "When  I  tried  to  call  them,  their  phone  was  disconnected." 

Louise  Singer,  80,  Pompano  Beach,  Fla.  She  sent  $  498  to  Global  in  Spring 
1992  for  clothing  fireproof ing  chemicals  but  got  nothing. 

Mary  Amberman,  51,  Hamilton,  Ont .  She  paid  Uni-Tel  $  699  for  a  water  filter 
in  May  1992.  She  said  a  caller  told  her  Uni-Tel  was  "pretty  darn  sure"  she  had 
won  Cadillac  Coup  DeVille  or  $  2,500  cashier's  check.  She  won  a  bracelet  and  a 
framed  lithograph  instead.  After  a  salesman  promised  her  more  big  prizes  in 
August  1992,  she  spent  an  additional  $  1,000  on  cleaning  products. 

"I  told  him  no  four  or  five  times,  and  he  said  we  would  be  sorry  if  we  didn't 
buy  something  from  him,"  Mrs.  Amberman  said.  "I  told  him  we  would  call  the 
police,  and  he  laughed  and  said,  'Go  ahead. ' 

"Ke  told  me  that  I  was  acting  like  a  witch  and  told  me  to  shut  up.  Then  he 
said  he  had  a  redial  button  on  his  phone  and  that  he  would  keep  calling  until  we 
bought  something." 

Mrs.  Amberman  complained  to  a  Uni-Tel,  and  the  company  sent  her  a  $  900 
refund.  But  the  calls  continued. 

Charles  Baker,  70,  and  Carol  Baker,  65,  Canton,  Ohio.  In  January,  they  sent  $ 
1,995  to  Logik  Enterprises  because  a  salesman,  Carmen  Gallo,  promised  them  they 
had  won  a  new  Jeep  Cherokee,  $  25,000  cash,  $  5,000  cash  or  a  large-screen  Sony 
television.  Instead,  they  received  cosmetics,  vitamins,  an  air  filter  and  a 
prize,  a  Norman  Rockwell  lithograph. 

"Make  sure  you're  sitting  down,  because  I've  got  real  exciting  news  for  you," 
Mrs.  Baker  recalls  Gallo  saying.  Gallo  said  the  worst  they  could  possibly  do  was 
$  5,000  cash  or  the  Sony  TV,  she  said. 

As  part  of  his  sales  pitch,  Gallo  told  the  couple  he  had  a  "wife  and  kids" 
and  would  never  jeopardize  his  family  by  working  for  an  unscrupulous  company. 

Logik  salesman  Carmen  Gallo,  15,  was  slain  on  the  East  Side  of  Buffalo  in 
May,  in  a  dispute  involving  narcotics.  A  Logik  official  said  Gallo  "never"  would 
have  said  such  things  to  the  Bakers . 

Oscar  Einarson,  84,  Fosston,  Saskatchewan.  A  hearing- impaired  widower,  he  was 
called  by  a  salesman  from  Max-Life  of  Buffalo  and  told  he  had  won  a  new  Cadillac 
or  $  40,000.  In  order  to  collect  the  prize,  Einarson  had  to  send  $  9,998  to 
cover  the  costs . 

Fortunately  for  Einarson,  U.S.  postal  inspectors  in  Buffalo  intercepted  the 
check,  and  Einarson  canceled  it. 

In  the  past,  Einarson  has  sent  $  3,000  to  another  Buffalo  telemarketer, 
Upgrade  Distributors,  said  Robert  Gall,  Einarson 's  attorney. 

"This  is  an  84 -year-old  man.  When  people  tell  him  something  that  you  or  I 
might  see  right  away  is  too  good  to  be  true,  he  believes  it,"  Gall  said. 
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William  Best,  76,  Bridgeport,  Conn.  He  sent  $  6  98  to  Logik  Enterprises  for  a 
water  filter  he  said  he  did  not  want.  He  later  got  a  refund.  He  also  sent  $ 
1,750  after  he  was  promised  that  he  won  a  Jeep  Cherokee  or  one  of  three  other 
bonus  prizes. 

"I'm  an  easy  mark,"  Best  said.  "I  suffer  from  memory  loss.  In  other  words, 
when  you  talk  to  me,  it  goes  right  out." 

He  complained  to  the  Better  Business  Bureau  about  Logik  and  received  a  letter 
from  the  company  attorney,  promising  a  refund.  Best  has  not  received  it. 

Helen  Haverly,  75,  a  widow,  Beech  Creek,  Pa.  She  sent  $  3,500  to  Promotions 
Unlimited  after  she  said  she  was  promised  she  had  won  a  new  Cadillac.  Instead, 
she  was  sent  what  she  called  a  cheap  sapphire  bracelet. 

"They're  smooth  talkers,  they  kept  calling  me  sweetheart,"  she  said.  "I  said 
don't  you  talk  to  me  like  that." 

Mrs.  Haverly  said  she  earlier  bought  $  498  worth  of  perfume  from  Regency, 
another  Buffalo  tel«nark«tlnq  company  and  that  she  then  started  getting  constant 
calls  from  Promotions  Unlimited. 

"I  got  sick  of  them  calling  me  and  being  so  mean  to  me,"  she  said. 

She  said  she  finally  caved  in  one  day  and  gave  them  her  credit  card  number. 
She  got  boxes  and  boxes  of  cosmetics  for  her  $  3,500. 

"I  trust  people,"  she  said.  "I  can't  believe  there  are  people  like  that." 

George  C.  Larsen,  88,  a  retired  tool  and  die  maker,  Whitehall,  Mich.  He  sent 
Uni-Tel  $  519  for  a  year's  supply  of  vitamins. 

"He  promised  me  $  1,000,"  he  said  of  the  Uni-Tel  salesman. 

Larsen  did  receive  two  tennis  bracelets,  which  a  jeweler  told  him  were  not 
worth  much.  He  said  he  never  asked  for  tennis  bracelets  and  has  no  use  for  them. 

An  82-year-old  widow,  Bradenton,  Fla.  She  sent  $  1,350  to  Uni-Tel  for  20 
pen -and -pencil  sets. 

The  woman  said  she  canceled  an  order  with  Uni-Tel  and  got  a  call  from  a  man 
identifying  himself  as  Uni-Tel 's  lawyer,  threatening  to  sue  if  she  did  not  go 
through  with  the  sale. 

One  salesman  called  her  constantly. 

"It  was  hard  on  my  nerves,  it  was  very  stressful,"  she  said. 

The  salesman  called  her  one  day  when  she  was  ill.  She  finally  gave  in. 

She  received  the  $  1,350  pen -and -pencil  sets  with  her  name  and  Love  and 
Blessings  inscribed  on  them  but  sent  them  back.  She  also  returned  a  John  F. 
Kennedy  coin  collection  Uni-Tel  sent  her.  She  complained  to  the  Florida  attorney 
general  and  eventually  got  a  full  refund. 
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"I  am  a  Christian,  but  I  have  been  bothered  enough.  They  can  go  to  .  .  ."  she 
paused,  not  quite  able  to  say  what  she  really  meant,  "where  it's  hot." 

Jackie  Caudill,  Huntington,  W.  Va.  She  said  that  in  September  1991,  Regency 
sent  her  a  notice  that  she  had  won  one  of  several  major  awards.  She  said  a 
company  salesman  told  her  the  least  she  could  win  was  $  3,000. 

She  bought  $  1,400  worth  of  vitamins.  Then,  the  company  sent  her  a  "vacation 
prize  award  form, "  but  when  she  called  to  find  out  how  to  get  the  vacation,  the 
company  never  returned  her  calls. 

"Give  me  one  percent  of  your  trust,  and  I'll  earn  the  other  99  percent,"  a 
salesman  named  Mike  told  Mrs.  Caudill 's  husband.  "I'll  put  a  smile  on  your  face 
that  will  take  two  years  to  remove." 

Blanche  Bailey,  88,  Albuquerque,  N.M.  She  said  Regency  Marketing  in  1992  sent 
her  a  "certificate  of  guarantee,"  saying  she  won  either  a  new  Cadillac,  $  5,000, 
a  diamond  watch  or  a  46 -inch  television.  The  certificate  said  she  merely  had  to 
call  to  get  her  prize.  A  salesman  persuaded  her  to  buy  $  719  worth  of  vitamins, 
but  she  received  no  prize . 

Charles  H.  Gates,  Indio,  Calif.  He  received  an  unsolicited  call  from  Regency 
in  November  1991.  A  salesman  told  him  that,  if  he  bought  $  600  worth  of 
vitamins,  he  would  win  a  new  Cadillac,  $  5,000,  a  video  camera,  watches,  a 
Hawaii  vacation  or  a  46 -inch  television. 

Gates  bought  the  vitamins  and  received  a  certificate  for  a  Las  Vegas  vacation 
package.  When  he  complained,  a  salesman  told  him  he  would  receive  the  video 
camera,  but  he  never  got  it. 

Larry  Swanson,  Cloquet,  Minn.  He  said  a  Uni-Tel  salesman  called  him  last 
year,  congratulating  for  winning  a  prize,  but  then  told  him  he  had  to  buy  $  380 
worth  of  vitamins  to  get  it.  Swanson  said  the  company  sent  him  an  air  purifier 
that  stopped  working  after  one  day.  He  returned  that  to  the  company  and  received 
a  second  purifier  that  didn't  work.  Later,  he  received  a  tennis  bracelet. 

Joyce  Shaw,  Wyomissing,  Pa.  She  said  a  Uni-Tel  salesman  last  year  used 
"high-pressure  tactics"  to  convince  her  81-year-old  mother-in-law  to  spend  $ 
3,650  on  a  water  filter,  10  pen  sets,  beauty  products  and  75  Norman  Rockwell 
calendars . 

Virginia  Corwson,  Keleden,  British  Columbia.  She  said  that  a  Uni-Tel  salesman 
repeatedly  used  high-pressure  sales  tactics  in  an  effort  to  convince  her 
71-year-old  epileptic  and  arthritic  mother  to  buy  $  799  worth  of  skin  care 
products . 

GRAPHIC:  Buffalo  News,  Map;  JOHN  RUSSELL,  Buffalo  News,  Ed  Cotterell  sent  $ 
1,000  to  a  Buffalo  f 1 •marketing  firm  and  received  boxes  of  shampoo  and  beauty 
products,  but  no  prizes  that  he  was  promised. 
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Lonnie  Davis  knew  he  had  to  quit  his  te  1  mnar teg t inq  sales  job  the  day  he 
sweet-talked  an  80-year-old  woman  into  buying  $  889  worth  of  cleaning  and  beauty 
products  that  she  didn't  need  and  couldn't  afford. 

The  woman  was  crying.  She  kept  telling  Davis  that  she  just  had  cataract 
surgery  and  was  out  of  money. 

But  Davis  was  a  seasoned  pro,  well-schooled  in  the  sleazy  art  of  separating 
elderly  people  from  their  money.  In  his  most  sincere  voice,  he  pressed  on  with 
his  pitch.  He  told  the  woman  she  really  did  need  the  products  sold  by  North 
American  Enterprises  of  Buffalo,  and  that,  if  she  bought  them,  she  had  a  chance 
to  win  a  major  prize. 

"Now  calm  down,"  Davis  told  her.  "Go  get  yourself  a  Kleenex,  wipe  your  eyes, 
and  come  back  to  the  phone  and  talk  to  me .  " 

Sure  enough; "she  came  back  to  the  phone  and  bought  from  him. 

Thousands  of  such  phone  calls  go  on  every  day  in  Buffalo,  in  dozens  of 
buildings  around  the  city  and  suburbs.  In  rooms  loaded  with  telephones, 
salespersons  --  mostly  in  their  late  teens  and  early  20s  --  are  phoning  elderly 
people  all  over  the  country.  These  offices  --  known  in  the  trade  as  "boiler 
rooms"  --  are  hotbeds  of  cynicism  and  fraud,  filled  with  workers  who  talk 
respectfully  and  sincerely  with  their  customers  and  then  hang  up  the  phone  and 
laugh  at  the  easy  marks  they've  found. 

"The  employees  would  be  real  nice  to  people  on  the  phone,  and  as  soon  as  we 
hung  up  from  making  a  sale,  we'd  be  calling  them  suckers  or  idiots,"  said  Rick 
Cabal lero,  who  worked  at  another  telemarketing  company. 

There  may  be  as  many  as  2,000  people  working  at  telemarketing  firms  in  the 
Buffalo  area,  according  to  state  Labor  Department  officials.  Many  take  the  jobs 
because  of  lack  of  employment  opportunities  in  this  area,  and  new 
telemarketing  openings  are  advertised  every  day  in  the  want  ads  of  The  Buffalo 
News  and  other  local  publications. 

Davis,  28,  of  Buffalo  and  Caballero,  33,  of  Lackawanna' are  two  who  got  out. 
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The  men  recently  recounted  their  telemarketing  experiences. 

Both  said  they  had  witnessed  --  and  engaged  in  --  extremely  deceptive 
business  practices.  The  men  said  the  companies  they  worked  for  routinely  ripped 
off  gullible  victims  by  convincing  them  that  if  they  paid  inflated  prices  for 
vitamins,  water  filters  or  household  products,  they  would  win  cars  or  other 
prizes  worth  thousands  of  dollars. 

Both  men  said  their  bosses  not  only  approved  of,  but  encouraged,  the  use  of 
misleading  sales  pitches. 

"I  had  supervisors  tell  me  that  there  was  'too  much  white'  in  the  pitch, 
meaning  I  was  staying  too  close  to  the  script,  I  was  being  too  honest,"  said 
Davis,  who  once  earned  $  600  to  $  800  a  week  in  commissions.  "They  would  tell 
me,  'You're  too  white.  Pitch  a  little  more  gray.  Imply  a  little  more  about  the 
bonuses . '  " 

Davis  quit  his  job  in  late  January  at  the  Kenmore  office  of  the  Las 
Vegas-based  North  American  Enterprises.  He  worked  there  as  a  "takeover  man," 
also  known  as  a  "T.O."  or  a  "closer."  He  would  listen  to  salesmen  making  their 
pitch  on  cold  calls. 

If  the  salesman  was  floundering,  or  if  the  person  on  the  other  end  was 
reluctant  to  buy  North  American's  products,  it  was  Davis'  job  to  take  over  the 
call  and  say  whatever  was  needed  to  close  the  deal. 

Company  denies  accusations 


According  to  Vincent  Spano  and  Frank  DePeters ,  managers  of  North  American ' s 
Buffalo  office,  the  company  does  not  tolerate  the  conduct  that  Davis  described. 
They  said  North  American  runs  a  much  cleaner  operation  than  most  telemarketing 
companies . 

The  two  men  described  Davis's  comments  as  sour  grapes,  saying  Davis  is 
nothing  more  than  a  disgruntled  former  employee  and  a  liar.  But  both  also  added 
that,  when  Davis  left  the  company,  they  gave  him  a  good  recommendation. 

"I  liked  Lonnie,  but  I'll  tell  him  right  to  his  face,  he's  a  liar,"  said 
Spano.  "I  would  never  tell  anybody  to  pitch  gray.  I  fire  people  for  pitching 
gray." 

DePeters  said  he  has  worked  for  crooked  telemarketers  in  the  past  in  Nevada, 
and  that  he  left  those  companies  for  North  American  because  it  runs  a  clean 
operation. 

"There  is  good  and  bad  in  every  industry, "  DePeters  said.  "We  do  it  as 
squeaky  clean  as  it  can  be.  We're  taking  the  black  eye  for  the  bad  guys." 

Larry  Panaro,  vice  president  of  North  American,  added:  "The  bad  publicity 
that's  placed  on  telemarketing  is  probably  justified  in  75  percent  of  the 
business.  But  I'm  proud  it's  not  in  our  company." 

Davis,  who  said  he  has  worked  at  four  telemarketing  companies  in  the  Buffalo 
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area,  disagreed.  The  fleecing  of  the  80-year-old  woman  was  common  at  North 
American,  he  said. 

Watching  ruthless  workers 


And  that  is  what  drove  him  out  of  the  business . 

"I  came  to  the  point  where  I  couldn't  do  that  kind  of  work  anymore,"  Davis 
said.  "Two  days  later,  I  quit." 

Before  working  for  North  American,  Davis  worked  as  a  salesman  at  the  old  VIP 
Marketing  on  Hertel  Avenue  and  Empire  Marketing  at  the  Buffalo  Hilton.  He  later 
was  a  salesman  and  a  trainer  of  salesmen  at  Regency  Marketing  in  Kenmore.  He 
said  he  found  improprieties  at  all  four  businesses. 

"I  saw  a  lot  of  people  who  worked  in  the  field  turn  into  totally  ruthless 
people,"  Davis  said.  "All  they  cared  about  was  getting  the  sale." 

A  bad  conscience  is  also  what  finally  got  to  Caballero,  a  former  employee  at 
Royal  Marketing  in  South  Buffalo. 

"I  don't  feel  good  about  what  I  did  there,"  he  said.  "A  lot  of  these  people 
were  very  old.  You  could  tell  by  talking  to  them  on  the  phone. 

The  hardline  approach 


When  the  friendly  sales  approach  didn't  work,  some  salespeople  moved  on  to 
harsher  tactics,  Caballero  said. 

"Sometimes,  you'd  hear  salespeople  yelling  at  their  customers,"  Caballero 
said.  "I  remember  hearing  one  guy  yelling  at  a  woman,  he  kept  calling  her 
'Grandma.'  I  heard  him  yell  at  her,  'Does  it  hurt  you  when  you  urinate?'  " 

And  Caballero  remembered  another  salesman  telling  a  customer:  "  'I  don't  care 
what's  wrong  with  your  leg!  Get  up  and  get  your  checkbook!'  " 

Royal  sold  monogrammed  pen  sets,  mostly  to  senior  citizens,  throughout  the 
United  States  and  Canada.  Eight  sets  of  two  pens  each  cost  customers  $  525. 
Twelve  sets  went  to  $  725,  14  sets  for  $  825.  According  to  Caballero,  they 
seemed  like  nice  pens,  but  were  far  overpriced. 

"I  got  people  to  buy  the  pens  on  the  pretense  that  they  had  won  a  new  car  or 
some  fabulous  prize,"  Caballero  said. 

A  customer  balks 


What  if  someone  balked  and  said  the  price  was  too  high? 

"Wait  a  minute,"  Caballero  would  tell  the  skeptics.  "I'm  going  to  talk  with 
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our  awards  office  about  your  situation." 

He  then  would  unplug  the  phone,  go  to  the  men's  room,  get  a  can  of  pop,  or 
just  sit  there.  After  a  few  minutes,  he'd  plug  the  phone  back  in. 

"Gladys,  I  have  great  news  for  you!  Because  of  your  financial  situation, 
we're  going  to  cut  the  price  for  you  --  eight  pen  sets  for  $  398!"  he  recalled 
saying . 

"It's  sad  to  say,  but  there  are  a  lot  of  weak-minded  people  out  there.  All 
you  have  to  tell  some  of  these  people  is,  'You  are  a  winner! '  They  get  so 
excited,  and  you've  got  them  hooked.  They'll  buy  anything." 

Caballero  spent  about  two  months  working  at  Royal,  quitting  a  few  days  before 
last  Christmas.  The  work  bothered  him,  and  the  pay  was  nowhere  near  the  $  500  to 
$  1,000  a  week  a  company  manager  predicted  he  would  make.  He  said  he  made 
minimum  wage  and  never  received  any  of  the  commission  checks  that  were  promised 
to  him. 

Royal  Marketing,  which  has  been  the  subject  of  complaints  to  the  Buffalo 
Better  Business  Bureau,  is  out  of  business.  The  company  president,  Daniel 
Miskell,  did  not  return  phone  calls  seeking  his  comment. 

Life  on  the  boiler  room  floor 


Caballero  recalled  the  atmosphere  of  the  place  --  located  upstairs  from  an 
Abbott  Road  dental  clinic.  It  disgusted  him. 

Supervisors  walked  from  desk  to  desk,  he  said,  listening  in  on  sales  pitches, 
telling  workers  to  push  harder,  and  giving  high-fives  to  those  who  made  sales. 

Between  sales  pitches,  he  said,  some  workers  would  discuss  buying  marijuana 
and  other  drugs.  One  teen-age  worker  would  sit  on  her  boyfriend's  lap  while  he 
made  calls,  Caballero  recalled. 

Some  talked  about  using  their  customers'  credit  card  numbers  to  buy  clothes, 
appliances  and  other  goods. 

"One  time,  a  woman  had  given  me  her  credit  card  number,  and  I  wrote  it  down 
on  a  piece  of  paper,"  Caballero  said.  "I  showed  it  to  my  boss.  He  smiled,  folded 
up  the  paper  and  put  it  into  his  pocket." 

Getting  list  of  suckers 


Caballero  said  he  never  found  out  where  Royal  got  its  customer  lists.  Some 
had  ages  listed  for  the  customers;  some  didn't.  He  would  begin  his  pitch  by 
telling  his  customer  he  had  exciting  news  for  them  --  they  had  won  one  of  five 
wonderful  prizes. 

To  increase  the  excitement,  Caballero  and  other  salespeople  would  call 
themselves  "general  managers"  of  Royal. 
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"I'd  try  to  get  the  customer  all  excited.  I'd  tell  them  to  run  and  get  a  pen 
and  paper,"  Caballero  said.  "I  would  ask  them  to  send  me  pictures  of  themselves 
so  we  could  put  it  in  a  brochure  of  all  our  prize  winners.  But  I  never  saw  any 
such  brochure  printed. " 

Customers  had  to  buy  Royal's  products  to  get  their  prizes,  Caballero  said, 
and  almost  every  prize  winner  won  the  same  thing  --a  vacation  package  that  did 
not  include  air  fare. 

Targeting  recent  immigrants 


Aside  from  senior  citizens,  people  who  recently  emigrated  to  the  United 
States  or  Canada  make  the  easiest  marks.  Caballero  said  he  looked  at  the 
company's  calling  lists  for  foreign- sounding  names  and  usually  called  those 
people  first. 

"I'd  look  for  Oriental  names.  I  had  a  lot  of  luck  selling  to  them.  For  some 
reason,  they  didn't  think  Americans  would- cheat  them,"  Caballero  said. 

Davis  and  Caballero 's  accounts  of  the  boiler  rooms  are  similar  to  those  from 
other  present  and  former  telemarketing  workers,  according  to  Assistant  U.S. 
Attorney  William  M.  Flynn. 

Although  telemarketing  has  made  millionaires  of  some  who  own  companies  in 

Buffalo,  and  top  managers  can  make  $  100,000  a  year  or  more,  the  vast  majority 

of  the  salespeople  make  a  small  hourly  wage,  plus  commissions  on  their  sales, 
Flynn  said. 

"The  business  is  set  up  this  way.  Working  on  commission  is  what  drives  these 
people  to  make  false  promises  to  their  customers,"  the  prosecutor  said.   "If 
they  start  out  doing  it  straight,  trying  to  be  legitimate,  they  quickly  learn 
they  can  only  reach  a  certain  income  level.  To  make  the  big  money,  they  have  to 
get  into  that  gray  area. 

"The  management  people  view  all  this  with  a  nod  and  a  wink.  They'll  sometimes 
tell  their  people  that  if  they're  going  to  make  the  'Dream  Team'  money-wise, 
they  have  to  be  more  enthusiastic,  more  gray." 

WEDNESDAY:  The  Las  Vegas  connection. 

GRAPHIC:  CHARLES  AGEL,  Buffalo  News,  Lonnie  Davis,  a  former  telemarketer,  used 
to  sell  $  50  water  purifiers,  like  this  one,  for  $  6  98.        ;  DENNIS  C. 
ENSER,  Buffalo  News,  Rick  Caballero  says  his  life  has  turned  around  since 
getting  out  of  telemarketing.  His  wife,  Dione,  recently,  gave  birth  to  their 
son,  Antonio. 
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Here  in  the  glittering  desert  city  where  one  silver  dollar  dropped  into  a 
slot  machine  can  turn  a  pauper  into  a  millionaire.  North  Buffalo's  Richard  J. 
Secchiaroli  hit  the  jackpot. 

A  Bennett  High  School  graduate  who  grew  up  in  a  middle-class  family  on  Carmel 
Road,  Secchiaroli,  in  late  1991,  estimated  his  personal  worth  at  $  23  million. 

Secchiaroli,  now  33,  is  not  a  high-rolling  gambler.  And  he  doesn't  own  a 
casino  --at  least,  not  yet. 

He's  a  telemarketer  --an  extremely  successful  one.  But  he  made  his  fortune 
by  exploiting  the  elderly  and  the  gullible,  according  to  federal  investigators. 

Secchiaroli  is  the  most  successful  and  visible  among  a  small  army  of  Buffalo 
natives  who  have  moved  to  Las  Vegas  to  work  in  te lemarketlnq  over  the  past  15 
years.  Telemarketing  put  him  into  a  stunning  Las  Vegas  mansion  and  earned  him 
enough  money  to  buy  $  125,000  worth  of  jewelry  and  a  fleet  of  11  cars. 

But  Secchiaroli  and  his  partner,  Christopher  A.  Easley,  took  the  low  road  to 
success,  authorities  say. 

Their  Pioneer  Enterprises  in  Las  Vegas  hired  telephone  salespeople  who 
sweet -talked  and  harassed  unsuspecting  victims  into  paying  big  money  for  chintzy 
products  like  pen  sets,  water  filters  and  "Say  No  To  Drugs"  coffee  cups. 

And  FBI  agents  say  the  partners  operated  the  same  way  in  the  Buffalo  area, 
where  they  ran  a  subsidiary,  Regency  Marketing,  on  Delaware  Avenue  in  Kenmore. 

According  to  the  FBI,  Regency  made  a  fortune  for  Secchiaroli  and  Easley  by 
duping  consumers  from  Waynesburg,  Pa.,  to  El  Cajon,  Calif. 

Jackie  Caudill  of  Huntington,  W.Va.,  for  instance,  said  she  bought  $  1,400 
worth  of  vitamins  from  Regency  in  late  1991  after  company  salespeople  repeatedly 
told  her  that  she  had  won  a  major  prize  worth  a  minimum  of  $  3,000. 
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Most  of  the  victims  of  Regency  and  other  Pioneer  affiliates  were  the  elderly 
or  people  who  are  easily  misled,  said  Chris  Carrillo,  a  U.S.  postal  inspector 
who  investigates  telemarketing  fraud  in  Las  Vegas. 

"The  people  that  they  (Pioneer's  companies)  are  hitting  are  suckers,  but  the 
law  protects  suckers,  too,"  Carrillo  said.  "Telemarketing  in  Nevada  probably 
generated  $  500  million  revenue  a  year,  and  I'd  say  Pioneer  is  the  biggest 
company.  The  fines  they  pay  are  just  part  of  the  cost  of  doing  business." 

In  recent  years,  companies  run  by  Secchiaroli  and  Easley  have  paid  more  than 
$1.7  million  in  settlements  as  a  result  of  lawsuits  alleging  consumers  were 
cheated.  But  that's  3mall  change  for  Pioneer,  which  reported  gross  sales  of  $ 
102  million  from  1988  to  1991,  according  to  the  Federal  Trade  Commission. 

Federal  court  documents  filed  in  Buffalo  show  that  some  Regency  employees  -- 
in  conversations  with  FBI  agents  who  infiltrated  the  company  --  even  laughed 
about  their  scams . 

Executive  Vito  J.  Russo  told  an  agent  he  intentionally  misled  customers  into 
thinking  they  had  won  prizes  worth  at  least  $  2,000,  and  then  sold  them  products 
for  $  800.  Most  customers  are  old  people  who  seldom  get  out  and  "really  think 
they're  getting  a  lot  for  nothing,"  Russo  told  an  agent  with  a  hidden 
microphone . 

"That's  your  basic  buyer.  Those  are  the  people  you  want,"  Russo  explained. 

"Elderly  people,  I  hate  to  sell  them,"  Regency  salesman  Larry  Kulhanek  told 
an  agent.  "It's  a  shame  that  we're  taking  their  money,  and  they're  on  Social 
Security,  and  we're  taking  their  last  check." 

The  FBI  said  Kulhanek  let  out  a  big  chuckle  after  that  statement. 

A  couple  of  isolated  incidents  in  Buffalo,  well  out  of  the  control  of  their 
bosses  in  Nevada? 

Origins  of  the  connection 


Not  so,  say  investigators.  Nearly  1,000  complaints  have  been  made  against  the 
Pioneer  companies  to  Better  Business  Bureaus  and  government  agencies  nationally, 
FTC  lawyers  Mamie  Kresses  and  Sarah  Reznek  said. 

"Mr.  Easley  and  Mr.  Secchiaroli  have  personal  knowledge  that  their  employees, 
in  numerous  instances,  make  misrepresentations  to  consumers,"  the  FTC  lawyers 
said  in  court  papers. 

With  about  800  workers,  Pioneer  is  described  by  Nevada  officials  as  one  of 
the  nation's  largest  --if  not  the  largest  --  telemarketing  firms. 

The  kings  of  this  empire,  Secchiaroli  and  Easley,  met  about  1980,  when  both 
were  working  for  50  State  Distributing,  a  Las  Vegas  telemarketing  firm  that  was 
prosecuted  and  later  shut  down  by  the  federal  government. 

Easley  was  born  in  Bakersfield,  Calif.  According  to  licensing  documents  he 
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filed  in  Nevada,  he  was  placed  on  probation  for  three  years  in  South  Florida  in 
November  1974,  after  a  drug  conviction. 

Secchiaroli,  who  has  no  criminal  record,  attended  Canisius  College  from  1977 
to  1979  and  later  took  college  courses  in  Las  Vegas.  According  to  his  father, 
Joseph  Secchiaroli,  a  retired  city  employee,  his  son  didn't  move  to  Las  Vegas 
planning  to  work  in  telemarketing.  He  just  found  that  he  enjoyed  the  work. 

"My  son  is  a  go-getter,  an  entrepreneur,"  Joseph  Secchiaroli  said.  "He's  been 
that  way  ever  since  he  had  his  own  (Buffalo)  News  route  when  he  was  a  little 
kid.  When  he  does  something,  he  does  his  best  to  succeed  at  it." 

Just  how  successful  is  Richard  Secchiaroli? 

Wealthy  lifestyle 


His  fleet  of  11  vehicles  recently  included  four  limousines,  two  Porsches  and 
a  BMW.  He  lives  in  a  $  1.2  million  mansion  in  one  of  Vegas'  ritziest 
neighborhoods.  Even  in  this  city,  the  backyard  water  slide,  built  into  a 
miniature  mountain,  is  an  eye-catcher. 

When  Secchiaroli  got  married  in  1991,  he  flew  relatives  in  from  Buffalo  for  a 
bash  at  Caesars  Palace  casino.  Jerry  "Tark  the  Shark"  Tarkanian,  the  former 
University  of  Nevada-Las  Vegas  basketball  coach,  was  among  the  guests. 

According  to  documents  filed  in  a  Nevada  courthouse  last  year,  Secchiaroli 
spends  nearly  $  38,500  a  month  to  keep  up  his  family's  flashy  lifestyle.  That 
includes  $  1,000  for  landscaping,  $  400  for  personal  grooming  for  him,  his  wife 
and  their  children,  and  $  300  for  "animal  grooming."  Their  $  500  monthly  dry 
cleaning  bill  is  more  than  many  elderly  telemarketing  victims  pay  in  rent. 

Easley  lives  on  a  five-acre  ranch,  near  the  home  of  singing  star  Wayne 
Newton.  Wandering  the  perfectly  manicured,  rolling  green  hills  of  the  Easley 
estate  are  buffalo,  horses  and  exotic  birds.  The  monthly  housekeeping  expenses 
alone  are  estimated  at  $  5,000.  When  Easley  married  a  professional  model  in 
1991,  the  reception  featured  hot-air  ballon  rides,  horse-drawn  tours  of  the 
ranch  and  a  fireworks  show. 

Telemarketing  isn't  the  only  business  venture  for  Easley  and  Secchiaroli. 
The  two  also  recently  put  up  $  55,000  each  to  start  a  new  business  called  New 
Adventures,  a  41-employee  Las  Vegas  company  that  runs  1-800-  and  1-900  sex 
fantasy  phone  lines.  Law  enforcement  officials  said  the  two  also  have  made 
several  inquiries  about  buying  casinos  in  the  Las  Vegas  area. 

But  both  men  recently  put  their  Las  Vegas  mansions  up  for  sale.  Law 
enforcement  officials  speculate  that  the  reason  is  that  authorities  will  try  to 
seize  the  properties  in  the  investigation. 

Prosecution  heats  up 


The  heat  is  on  Pioneer,  from  several  different  directions: 
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Last  July,  investigators  from  the  FTC,  the  U.S.  Postal  Inspection  Service  and 
other  agencies  carted  away  16  truckloads  of  company  records  after  a  raid  at 
Pioneer's  Las  Vegas  headquarters.  The  U.S.  attorney's  office  in  Las  Vegas  has 
been  combing  through  the  records,  interviewing  Pioneer  workers  and  victims,  and 
is  expected  to  seek  criminal  mail  fraud  indictments  against  company  officials. 

In  March,  agents  working  with  the  U.S.  attorney's  office  in  Buffalo  seized 
thousands  of  pages  of  records  from  Regency,  and  agents  now  are  interviewing 
former  Regency  employees  as  part  of  a  separate  investigation  here. 

In  December,  Easley,  Secchiaroli  and  their  companies,  including  Regency,  paid 
$  1.5  million  to  the  FTC  to  settle  a  lawsuit.  The  lawsuit  accused  the  Pioneer 
companies  of  making  "numerous  false  and  misleading  statements"  to  customers. 
Under  the  lawsuit  settlement,  Pioneer  agreed  never  again  to  make  misleading 
claims  about  its  prizes  or  products. 

In  November  1991,  Pioneer  paid  the  state  of  Vermont  $  186,000  to  settle 
another  lawsuit,  claiming  that  the  company  had  defrauded  Vermont  residents. 
Although  Secchiaroli  initially  criticized  the  suit  as  the  work  of  a  "small-town 
attorney  general  who  has  nothing  better  to  do, "  Pioneer  agreed  it  would  cease 
all  operations  in  the  state . 

Lawsuits  filed  against  Pioneer  or  its  affiliates  by  attorneys  general  in 
Texas,  Missouri  and  Wisconsin  also  have  been  settled,  with  the  company  making 
restitution  payments  of  $  12,121  to  Missouri  victims  and  about  $  25,000  to 
Wisconsin  victims.  The  company  made  no  payments  in  Texas,  but  agreed  to  use 
larger  and  darker  print  on  its  sales  pitch  slingers. 

The  defense 


Despite  all  the  recent  court  action,  Terrence  M.  Connors,  Pioneer's  Buffalo 
attorney,  said  the  company  is  proud  of  its  record.  Some  f lemarketinq  companies 
may  be  crooked,  but  Pioneer  and  Regency  are  not  among  them,  Connors  said. 

Occasionally,  the  company  has  problems  with  "renegade  employees"  who  step  out 
of  line,  and  when  Pioneer  finds  out  about  them,  the  company  fires  them,  Connors 
said. 

" T« 1  wnar k« ting  is  a  controversial  business,  but  this  is  a  company  that  has 
spared  no  expense  to  make  itself  the  Mercedes-Benz  of  the  industry, "  Connors 
said.  "Their  monitoring  of  employees  and  the  system  they  have  for  verifying 
customer  orders  is  second  to  none . " 

If  the  company  is  proud  of  its  operation,  it  was  in  no  mood  to  show  itself 
off  last  week.  When  two  reporters  showed  up  at  Pioneer's  Las  Vegas  headquarters, 
Secchiaroli  and  Easley  --  whose  lawyers  had  known  for  two  weeks  that  the 
reporters  would  be  coming  --  were  not  there. 

Michael  Schwimmer,  chief  financial  officer  of  Pioneer,  was  designated  by  the 
company  to  comment.  But  he  wasn't  talking.  Schwimmer  provided  a  Pioneer 
brochure,  a  two-page  advertisement  run  by  telemarketers  in  a  Las  Vegas 


183 


The  Buffalo  News,  June  30,  1993 


newspaper,  and  a  brief  walk-through  of  several  offices.  He  also  turned  over  a 
list  of  11  people  whom  the  company  says  won  awards  of  $  2,000  to  $  30,000  in 
1992. 

"I  can't  let  this  turn  into  an  interview,"  said  Schwimmer,  a  former  Norstar 
Bank  loan  officer.  "Our  attorneys  are  still  representing  us  in  certain  matters, 
and  I  wouldn't  want  to  be  misconstrued." 

Friends  defend  Secchiaroli 


Secchiaroli's  friends  and  family  members  in  Buffalo  fiercely  defend  him.  If 
Pioneer's  salespeople  defrauded  anyone,  they  insist,  he  had  no  part  in  it  and 
never  would  condone  it . 

"I  can't  say  what  goes  on  in  his  business  because  I've  never  seen  the 
operation,"  said  Sam  Nicosia,  who  has  lived  next  door  to  Secchiaroli's  parents 
on  Carmel  Road  for  40  years.  "But  I've  known  Richie  since  he  was  born,  and  I 
can't  see  him  condoning  that  kind  of  thing.  He  has  too  much  respect  for  older 
people.  He  comes  from  a  good  family." 

"That  kind  of  fraud  is  not  our  family.  It's  not  my  son,"  said  Secchiaroli's 
father.  "My  son  was  caught  in  the  web  at  the  wrong  time,  the  wrong  place,  and  he 
doesn ' t  belong  in  the  category  with  these  bums . " 

Secchiaroli  added  that  his  son  started  Pioneer  and  its  Buffalo  subsidiary,  in 
part,  to  provide  jobs  for  his  three  brothers  --  Dominic,  Michael  and  Joseph  -- 
and  other  relatives . 

"My  son  is  a  good  person,"  Joseph  Secchiaroli  said.  "He  couldn't  stand  to  see 
friends  of  his  hanging  around  in  bars  in  Buffalo.  He'd  get  them  into  jobs  out 
there,  and  even  put  them  up  in  his  house,  free  of  charge.  That's  what  kind  of 
person  Rich  is . " 

THURSDAY:  The  king  of  telenarkating  in  Western  New  York. 

GRAPHIC:  Richard  J.  Secchiaroli  left  Buffalo  and  headed  for  Las  Vegas,  where 
he  has  made  a  fortune.         ;  Photos  By  MICHAEL  BEEBE,  Buffalo  News,  Richard 
J.  Secchiaroli's  desert  mansion  has  a  water  slide  built  into  a  miniature 
mountain  in  the  backyard. ;  Christopher  A.  Easley  lives  on  a  five-acre  ranch 
where  buffalo,  horses  and  exotic  birds  wander  over  rolling  green  hills. 
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In  f lemarketinq,  many  roads  run  from  Buffalo  to  Las  Vegas  --  roads  paved 
with  cash. 

Buffalo  natives  own  or  help  run  three  of  the  nation's  biggest  telemarketing 
companies  with  headquarters  here. 

The  Las  Vegas  Review- Journal  calls  f 1  marketing  --  with  sales  of  $  700 
million  a  year  --  Nevada's  third  largest  business  behind  gambling  and  mining. 

Sharing  in  that  wealth  are  several  former  Buffalo  residents  who  have  become 
some  of  the  industry's  top  salesmen,  pulling  in  hundreds  of  thousands  of  dollars 
per  year  in  salaries  and  commissions. 

Still  others  learned  the  trade  in  Las  Vegas  and  have  returned  to  work  in 
Buffalo's  booming  te Impark* ting  industry. 

There's  little  doubt  why  f 1  marketing,  with  its  promises  of  winning  the  big 
prize,  caught  on  in  Las  Vegas. 

-Las  Vegas  is  the  land  of  fortune, n  explained  Chris  Carrillo,  a  U.S.  Postal 
inspector  who  heads  a  telemar ke ting  task  force  here.  "If  someone  says  you  won 
big  in  Vegas,  there  are  people  who  would  believe  it." 

But  why  the  Buffalo  connection? 

"It's  a  quirk,"  said  Dennis  Rosen,  an  assistant  state  attorney  general  in 
Buffalo  who  has  shut  down  Promotions  Unlimited,  one  of  the  biggest  Buffalo 
telemarketers.  "I  think  a  lot  of  people  who  got  started  in  the  business  in  Las 
Vegas  had  friends  and  relatives  in  Buffalo." 

If  it  is  a  quirk,  it's  tied  directly  to  Richard  J.  Secchiaroli,  the  co-owner 
of  Pioneer  Enterprises.  He  grew  up  on  Carmel  Road  in  Buffalo.   Secchiaroli  and 
Christopher  A.  Easley,  a  California  native  and  his  partner  at  Pioneer,  both 
worked  for  Ronald  T.  Schroeder,  the  acknowledged  father  of  telemarketing  here, 
who  owned  a  company  of  fast-talking  salesmen  called  50  State  Distributing. 
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Once  postal  authorities  shut  down  50  State  in  the  early  1980s,  Easley  and 
Secchiaroli  went  into  the  business  themselves.  Secchiaroli  then  turned  to  his 
old  North  Buffalo  neighborhood  for  talent: 

Joseph  Harasty,  Secchiaroli ' s  former  classmate  at  School  66,  went  to  Las 
Vegas  to  become  a  partner  with  Secchiaroli  and  Easley  in  Great  Western  Printing, 
a  telinarkatinq  supplier.  Rocco  F.  Guadagna,  another  School  66  friend,  went  to 
work  for  Empire  Marketing,  a  former  Secchiaroli  affiliate  with  headquarters  in 
Buffalo.  Guadagna  then  branched  off  on  his  own  and  opened  the  RFG  Group,  one  of 
Buffalo's  biggest  telemarketers,  with  at  least  $  12  million  in  sales  a  year. 

Harasty,  in  turn,  recruited  Timothy  Sherry,  a  Canisius  College  classmate,  to 
become  Pioneer's  top  financial  officer  in  Las  Vegas.  Sherry  now  holds  the  same 
position  for  Guadagna 's  companies  in  Buffalo. 

Vito  J.  Russo,  who  knew  Secchiaroli  in  Buffalo,  works  for  Pioneer  in  Las 
Vegas.  Russo  is  one  of  the  company's  top  reloaders,  a  specialist  who  works  on 
customers  who  bought  from  telemarketers  before. 

Pioneer,  trying  to  free  up  money  frozen  by  the  Federal  Trade  Commission  in 
July  1992,  filed  a  week's  payroll  in  U.S.  District  Court.  Based  on  those 
figures,  Russo  would  make  about  $  300, 000- for  that  year. 

Thomas  Pasanisi,  whose  family  owns  Pasanisi's  Market  on  Hertel  Avenue,  works 
for  Secchiaroli  as  a  room  manager  for  Pioneer's  reloaders.  Pioneer's  payroll 
shows  Pasanisi  made  $  1,000  a  week  in  1992. 

Other  people  recruited  from  Buffalo  for  Secchiaroli ' s  companies  include: 

Michael  Schwimmer,  a  former  Norstar  loan  officer,  recently  took  over  Sherry's 
job  as  the  company's  chief  financial  officer.  Schwimmer 's  salary  was  listed  at  $ 
100,000  in  1992. 

Charles  Cina  III  was  operations  director  for  another  Secchiaroli  affiliate, 
2lst  Century  Marketing  in  Las  Vegas.  Cina,  whose  father  gained  notoriety  in 
Buffalo  after  he  was  convicted  of  burning  down  the  Grant  Street  Bootery  on  the 
city's  West  Side,  made  about  $  321,000  last  year,  according  to  Pioneer.  A 
company  spokesman  said  Cina  has  resigned. 

Vince  Ciffa,  another  top  reloader  for  Pioneer  whose  recorded  income  was  $ 
279,396  in  1992,  grew  up  on  Tennyson  Avenue  in  Buffalo.  His  father,  also  named 
Vincent  Ciffa,  was  sent  to  prison  in  1988  as  the  "ringleader"  of  a  group  that 
peddled  cocaine  and  was  broken  up  during  Western  New  York's  Operation  Snowflake. 

Secchiaroli  also  has  put  his  family  to  work  at  his  Buffalo  operations, 
including  his  brothers,  Dominic  and  Joseph,  his  sister,  Donna,  and  her  husband, 
Anthony  Shareno,  the  former  starting  quarterback  at  Canisius  College. 
Secchiaroli  also  is  partners  with  another  brother,  Michael,  and  Pasanisi  in 
Status  Limousine. 

Two  other  Buffalo  natives  help  run  two  more  of  Nevada's  largest 
t«l«mark«tinq  companies . 

Benedict  Spano,  whose  cousin  Vincent  is  a  manager  of  North  American 
Enterprises'  Buffalo  office,  is  chief  executive  officer  for  Security 
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Enterprises,  a  company  now  being  sued  by  the  Federal  Trade  Commission. 
Investigators  say  that,  of  the  $  17S.6  million  in  sales  made  by  Security 
Enterprises  from  1990  to  1992,  disgruntled  customers  canceled  more  than  $  53 
million. 

Spano  was  forced  to  go  to  U.S.  District  Court  to  ask  for  living  expenses  from 
the  company's  frozen  assets.  He  told  the  court  he  could  get  by  on  $  13,000  a 
month . 

Spano  declined  to  comment.  His  brother  Sam,  and  Leonard  Falzone  --a  Laborers 
Local  210  official  identified  by  the  FBI  as  a  Buffalo  mobster  --  are  awaiting 
trial  in  Buffalo  on  loansharking  charges . 

Larry  Panaro  is  a  vice  president  of  North  American  Enterprises .  The  company 
agreed  to  pay  $  60,000  in  refunds  in  1989  to  settle  an  FTC  lawsuit  accusing  the 
company  of  promising  customers  a  $  1,000  bond  but  delivering  one  worth  $  17.50. 
Panaro  recently  was  cleared  of  cocaine  charges  in  Las  Vegas  but  still  faces 
money  laundering  counts . 
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When  Buffalo's  Metro  Rail  construction  ended,  it  also  looked  like  the  end  of 
the  line  for  Rocco  F.  Guadagna,  a  laborer  on  the  subway  and  part-time  bartender 
at  Mulligan's  Cafe. 

Guadagna,  living  on  a  little  more  than-$  100  a  week  in  worker's  compensation, 
was  so  broke  he  filed  for  bankruptcy  in  1984.  He  had  $  10  in  his  pocket,  a  few 
hundred  dollars  worth  of  clothes,  a  worn-out  1976  Chevrolet  and  $  50,000  in 
mortgage  and  home  improvement  loans . 

But  Guadagna  is  down  and  out  no  more .  He  won  the  big  prize  in  sweepstakes 
telemarketing . 

Guadagna  is  no  lucky  customer.  He ' s  a  lucky  owner,  the  king  of  Buffalo 
telemarketers . 

when  Guadagna 's  attorneys  went  back  into  bankruptcy  court  last  year  to  clean 
up  his  credit  rating,  they  told  the  judge  that  Guadagna  (pronounced  gwa-DAHN-ya) 
had  come  a  long  way. 

"Mr.  Guadagna  has  become,  through  very  hard  work  and  perseverance,  a  very 
successful  businessman  in  the  community,"  attorney  Joseph  F.  Reina  said.  "Mr. 
Guadagna  owns  and  operates  a  telemarket-ing  firm  under  the  name  of  VIP 
Marketing,  1444  Hertel  Ave.,  and  has  recorded  gross  sales  of  $  12  million 
annually. " 

It  was  a  quick  ride  to  the  top  for  an  unlikely  corporate  executive. 

The  34 -year-old  graduate  of  McKinley  High  School  has  left  his  days  of  poverty 
behind: 

When  Guadagna  walks  out  of  his  new  $  250,000  home  on  Crosswinds  Court  in 
Clarence,  friends  say,  he  never  carries  less  than  a  roll  of  $  2,000  to  $  3,000 
in  his  back  pocket. 

One  of  Guadagna 's  suits  these  days  costs  four  times  more  than  all  the  clothes 
he  owned  a  decade  ago.  The  $  1,200  suits  are  hand-made. 

"He  dresses  better  than  Pat  Riley,"  said  a  former  employee,  comparing 
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Guadagna  to  the  dapper  New  York  Knicks  basketball  coach. 

Guadagna's  1976  Monte  Carlo  is  long  gone.  Now  he  drives  a  new  Mercedes-Benz, 
a  1993  Harley-Davidson  motorcycle,  and  he  just  took  a  1992  BMW  off  the  road.  His 
wife,  Darlene,  drives  a  1993  Jeep  Cherokee. 

Rocco  Frank  Guadagna  is  the  RFG  Group,  the  biggest  telemarketing  operation  in 
Buffalo.  His  affiliated  companies  have  included  VIP  Marketing,  Uni-Tel  National 
Enterprises,  Southeast  Enterprises  and  Nutrytyme  of  New  York. 

Dozens  of  elderly  customers  across  the  country  have  told  The  Buffalo  News, 
the  FBI  and  the  Better  Business  Bureau  that  Guadagna's  companies  bilked  them. 
They  said  salespeople  used  high  pressure  and  false  promises  to  sell  them 
overpriced  vitamins,  water  and  air  filters  and  skin  care  products. 

They  bit  because  they  were  promised  they  won  a  new  car  or  cash.  And  if  they 
were  not  told  they  won  a  big  prize,  these  customers  say,  they  were  left  with 
that  impression  by  Guadagna's  salespeople.  Almost  without  fail,  the  prize  that 
eventually  arrived  was  a  cheap  piece  of  jewelry  or  vacation  voucher  that  failed 
to  include  air  fare. 

Marianne  Brooks,  a  71-year-old  Toronto- widow,  lost  her  life  savings  --  $ 
20,000  --to  Uni-Tel  salesmen  after  they  refused  to  leave  her  alone. 

Rogue  salesmen  blamed 


The  company,  like  other  telemarketing  firms,  blames  any  complaints  on  a  few 
rogue  salesmen  who  broke  company  rules.  But  a  former  RFG  monitor,  whose  job  was 
to  check  the  pitches  of  salespeople  for  false  promises,  said  violations  were 
winked  at . 

"Almost  every  one  of  my  monitoring  reports  ended  up  in  the  shredder,"  this 
worker  said. 

And  every  salesperson  knew  enough  to  clean  up  the  pitches  when  the  monitors 
came  on  the  line,  the  worker  said,  because  they  heard  the  phone  click.  Some  of 
the  top  salesmen  used  cellular  phones  that  could  not  be  monitored. 

Guadagna,  through  his  lawyer,  declined  requests  for  an  interview.  Attorney 
Thomas  C.  D'Agostino  described  his  client  as  hard-working,  an  honest  executive 
and  a  devoted  husband  and  father. 

"Rocco  has  done  everything  in  his  power  to  run  that  business  right," 
D'Agostino  said. 

One  of  Guadagna's  most  trusted  employees,  Maria  Perez,  declined  to  comment  as 

well . 

"We'll  have  our  say  eventually,"  she  said,  "but  at  this  point,  I  really  don't 
know  if  I  can  tell  you  anything." 

Taken  in  by  smooth  pitch 
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Guadagna  should  be  enjoying  his  new  life  as  a  wealthy,  successful  executive. 

But  a  team  of  salesmen  pitching  Guadagna  a  new  product  turned  his  life  upside 
down.  They  turned  out  to  be  smoother  talkers  than  Guadagna ' s  own  sales  force. 

They  came  to  Guadagna 's  companies  in  January,  offering  to  sell  the  Vox  2000, 
a  dialing  machine  they  promised  would  automatically  make  the  thousands  of  calls 
across  the  country  that  his  sales  force  dialed  each  day. 

When  the  dialer  failed  to  work,  the  salesmen  brought  in  the  new,  improved  Vox 
2500,  with  even  more  whirring  lights  and  bells. 

They  offered  to  fly  Guadagna ' s  staff  to  their  own  telemarketing  offices  in 
Salt  Lake  City  and  Atlanta  to  show  them  how  well  the  dialer  worked. 

But  they  weren't  salesmen.  The  dialing  machine  never  worked.  And  their 
telemarketing  offices  were  a  front  filled  with  workers  whose  phones  were  never 
connected. 

They  were  FBI  agents,  wrapping  up  a  2  1/2 -year  investigation  of  Guadagna  and 
telemarketers  in  19  cities  across  the  country. 

Not  in  the  sales  manual 


What  the  FBI  recorded  at  RFG  offices  and  in  taped  telephone  calls  made  by 
agents  posing  as  customers  won't  be  found  in  any  company  sales  manual,  but  did 
turn  up  later  in  court  papers : 

Uni-Tel  salesman  Brian  Berradini  snickered  as  he  told  the  undercover  agents 
the  "diamond  and  sapphire"  bracelet  that  Uni-Tel  sent  customers  was  appraised  at 
$  599:  "Like  I  say,  Stevie  Wonder  is  the  appraiser. 

"We're  buying  them  by  the  millions  though,"  he  added.  "Sure  you  get  'em  for 
twenty  bucks  apiece . " 

Tony  Garam,  Uni-Tel' s  general  manager,  promised  an  agent  posing  as  a  customer 
he  would  win  a  new  Cadillac: 

"Yeah.  Definitely.  We  gave  a  car  out  last  year,  a  couple  up  from  Hawaii  in 
Buffalo.  I  got  stuck  carting  them  around  for  a  couple  days.  They  were  an  older 
couple.  We  definitely  gave  away  the  car." 

Jeff  Ryan,  a  VIP  salesman,  told  an  undercover  agent  posing  as  a  customer  he 
could  not  lose : 

"The  absolute  worst  you  could  do,  a  46-inch  TV,  is  the  last  award  on  the 
list.  That's  the  least  expensive.  That's  the  absolute  worst  you  can  do."  The 
company's  own  sales  manuals  forbid  salesmen  from  guaranteeing  which  prizes 
customers  would  win. 
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The  U.S.  attorney  in  Buffalo  currently  is  presenting  to  a  federal  grand  jury 
allegations  of  fraud  and  money  laundering  against  companies  owned  by  Guadagna's. 

FBI  agents  also  discovered  in  a  March  4  raid  of  the  company  that  VIP  checks 
were  made  out  to  Guadagna  and  Frank  BiFulco,  identified  by  the  FBI  as  a  soldier 
in  Buffalo's  major  crime  family.  Guadagna  has  never  been  connected  to  the  mob  by 
authorities.  D'Agostino  has  declined  to  say  why  VIP  was  paying  BiFulco,  other 
than  to  insist  he  is  not  a  company  owner  or  officer  and  "and  there  is  absolutely 
nothing  wrong . " 

Getting  his  start 


Guadagna  got  his  start  in  telemarketing  two  years  after  declaring  bankruptcy. 
He  began  as  a  salesman  for  Empire  Marketing,  a  company  owned  by  his  boyhood 
friend,  Richard  J.  Secchiaroli. 

Guadagna  then  got  into  the  business  for  himself.  He  started  VIP  Marketing  in 
1988,  and  two  years  later,  formed  the  RFG  Group  Inc. 

His  meteoric  rise  shows  the  phenomenal-  money  to  be  made  in  telemarketing.  A 
resume  provided  to  Dun  &  Bradstreet  shows  he  is  a  1979  graduate  of  the 
University  at  Buffalo,  but  UB  officials  said  he  never  took  a  course  there. 

Three  years  after  Guadagna  started  his  own  business,  his  company  was  selling 
$  12  million  a  year. 

His  career  in  telemarketing  has  been  stormy.  What  former  employees  call  an 
aggressive  personality  has  not  made  him  particularly  well-liked  by  past  workers 
or  competitors: 

In  January  1992,  employees  of  Nutrytyme,  an  RFG  affiliate  on  the  corner  of 
Hertel  and  Colvin  avenues,  found  a  hand  grenade  taped  to  the  door  when  they 
arrived  for  work.  A  bomb  squad  found  it  was  a  dud.  Police  had  no  motive.  But  two 
former  employees  said  a  note  was  attached:  "Bye,  bye  Rocco." 

At  the  December  1992  Christmas  Party  at  Logik  Enterprises  on  Elmwood  Avenue, 
a  company  that  began  operations  as  Uni-Tel,  obscene  messages  about  Guadagna  were 
painted  on  the  wall,  according  to  a  former  worker.  Employees  cheered  the 
announcement  that  Guadagna  had  sold  the  office  to  company  supervisors. 

A  number  of  Guadagna's  former  employees  say  he  still  owes  them  money  and 
believe  he  can  afford  to  pay  them  despite  the  FBI  freeze  on  his  company  assets. 

"If  he  gave  back  all  the  money  he  owes,  he  wouldn't  have  his  big  house,  his 
wonderful  cars  and  his  fancy  clothes,"  said  former  Uni-Tel  salesman  Mark  Dauer, 
adding  that  Guadagna  owes  him  $  8,600. 

Out  of  business  --  temporarily 


Guadagna's  attorney  said  the  RFG  Group  is  temporarily  out  of  business  because 
of  the  FBI  raids  and  declined  to  discuss  its  future  plans. 
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FBI  agents  called  its  sting  against  Guadagna  and  others  "Operation 
Disconnect"  and  seized  $  800,000  in  RFG  funds. 
But  it  was  a  temporary  disconnection. 

Ms.  Perez,  one  of  his  top  aides,  is  now  operating  a  company  for  Guadagna 
called  the  Genesis  Group.  It's  a  magazine  subscription  company  calling  customers 
from  an  office  on  Main  Street  in  Buffalo  with  offers  of  prizes. 

And  two  former  RFG  employees  say  Guadagna  and  his  brother-in-law  Joseph  Meli 
are  running  another  t«l«mark«tinq  operation  on  Niagara  Street . 

FRIDAY:  Cleaning  up  a  sleazy  business? 

GRAPHIC:  Buffalo  News,  Resume;  ROBERT  B.  STODDARD,  Buffalo  News,  Rocco  F. 
Guadagna,  a  bankrupt  laborer  and  bartender  less  than  a  decade  ago,  moved  to  this 
new  home  in  the  Meadow  Lake  subdivision  in  Clarence  soon  after  becoming  a 
talwnarfcetinq  king. 
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Robert  A.  Barba,  a  former  right-hand  man  to  Buffalo  telemarketing  king  Rocco 
F.  Guadagna,  is  considering  a  plea  deal  that  could  make  him  a  government  witness 
against  his  old  boss,  law  enforcement  officials  said  Wednesday. 

Barba,  39,  of  the  Town  of  Tonawanda,  is  Guadagna' s  cousin  and  the  former 
customer  service  manager  for  RFG  Group  Inc.  But  when  Barba  left  Guadagna ' s 
company  earlier  this  year,  his  f lenarketing  career  didn't  end. 

He  founded  Max-Life  International  Enterprises,  described  by  federal 
investigators  as  one  of  the  sleaziest  of  any  f lenarketing  operation  in  Western 
New  York. 

In  late  April,  federal  prosecutors  charged  Barba  and  three  other  persons  with 
felony  mail  fraud,  wire  fraud  and  conspiracy  in  their  operation  of  Max-Life. 

Barba  is  now  considering  an  offer  of  a  plea  deal  that  offers  him  reduced 
charges  in  the  Max-Life  case,  in  exchange  for  information  about  Guadagna  and  his 
operations,  law  enforcement  officials  said. 

"We  have  discussed  a  plea  deal,  which  I  can  confirm  because  it  has  been 
mentioned  in  open  court  before  Magistrate  Judge  (Carol)  Heckman, "  said  Assistant 
U.S.  Attorney  William  M.  Flynn,  who  is  heading  investigations  into  Max-Life  and 
the  Guadagna  companies . 

"As  to  whether  the  plea  deal  would  require  (Barba)  providing  information 
against  Rocco  Guadagna  or  any  other  f 1 ■marketing  companies,  I  couldn't 
comment . " 

Patrick  J.  Brown,  one  of  Barba 's  defense  lawyers,  also  confirmed  that  plea 
discussions  are  under  way,  but  added  that  he  could  not  talk  about  the  conditions 
involved . 

No  criminal  charges  have  been  filed  against  Guadagna  or  any  of  his  employees, 
but  the  FBI  in  March  seized  thousands  of  pages  of  Guadagna  records.   That  same 
month,  Barba  and  several  cohorts  opened  Max-Life,  a  te 1 •marketing  scam  so 
objectionable  that  it  had  to  be  shut  down  as  quickly  as  possible,  said  Thomas  J. 
Coyle,  special  agent  in  charge  of  the  Buffalo  FBI  office. 
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According  to  Coyle,  Max-Life's  scheme  went  like  this: 

Max-Life  obtained  lists  of  people  --  mostly  elderly,  some  in  their  80s  --  who 
had  formerly  been  scammed  by  crooked  telemarketers. 

Working  out  of  Barba's  house,  an  Amherst  apartment  and  a  Franklin  Street 
office,  Max-Life  salespeople  called  the  former  scam  victims.  They  told  the 
gullible  victims  that,  this  time,  they  were  dealing  with  a  clean  t»lamark»ting 
company . 

Max-Life  salespeople  told  their  victims  they  had  been  selected  as  grand  prize 
$  25,000  winners,  but  told  them  they  needed  $  1,500  to  $  15,000  up  front  to 
cover  taxes  and  insurance. 

In  one  call  described  in  court  papers,  a  Max-Life  salesman  told  an  elderly 
man  that  the  normal  price  was  $  15,000,  but  that  the  customer  was  receiving  a 
special  senior  citizen  discount  price  of  $  9,998. 

Nobody  received  the  $  25,000  prizes,  and  a  check  of  Max-Life  bank  accounts 
showed  that  the  company  didn ' t  even  have  the  funds  to  pay  more  than  one  winner . 

"They  were  preying  on  the  elderly  and  the  sick,"  Flynn  said.  "They  picked  on 
extremely  unsophisticated  people,  often  people  with  emotional  or  physical 
problems.  The  most  gullible  and  defenseless  people  were  the  victims." 

Flynn  said  Max-Life  would  arrange  to  have  private  parcel  services  go  to  the 
victims'  homes  and  pick  up  their  money. 

"On  one  call  we  monitored,  the  salesman  spent  20  minutes  explaining  to  a 
woman  how  to  spell  'Max-Life'  on  a  check,  while  her  husband  could  ba  heard  in 
the  background,  learning  how  to  walk  with  a  walker, "  Flynn  recalled. 

In  addition  to  Barba,  a  former  hairdresser,  several  other  former  Guadagna 
employees  helped  form  Max-Life,  FBI  agents  said. 

When  Barba  worked  for  RFG,  he  held  an  important  job,  agents  said.  If 
customers  called  claiming  they  were  ripped  off  by  the  Buffalo  telemarketers, 
Barba  often  was  assigned  to  deal  with  their  complaints. 

Barba  could  not  be  reached  for  comment  Wednesday.  In  a  WKBW  television 
interview  following  his  arrest  in  late  April,  he  defended  himself  as  an  honest 
businessman.  He  said  he  was  the  father  of  four,  a  former  president  of  the  PTA 
where  his  children  attended  school,  and  a  former  Little  League  baseball  coach. 

According  to  police,  Barba  was  living  at  200  Dexter  Terrace  at  the  time  of 
the  arrest  and  was  driving  a  red  1991  Cadillac. 

"T«l«mark«ting  is  not  an  illegal  business,"  Barba  said  in  his  television 
interview.  "If  they  wanted  to  make  it  illegal,  they'd  make  it  illegal." 

How  much  credibility  would  Barba,  accused  of  lying  to  and  cheating  old 
people,  have  as  a  government  witness  against  his  cousin? 

"I'm  not  going  to  get  into  speculation  on  him  becoming  a  government  witness," 
Flynn  said. 
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One  of  Barba ' s  co-defendants  is  James  McFall  Jr.,  29,  of  Amherst.  The  U.S. 
attorney's  office  made  public  a  transcript  of  a  conversation  he  had  with  his 
mother,  recorded  by  an  amateur  ham  radio  operator  who  was  upset  by  what  he 
heard.  The  operator  turned  over  numerous  tapes  of  the  McFall  conversation  to  the 
FBI. 

A  dejected  McFall  told  his  mother  that  he  felt  guilty  about  his  involvement 
with  Max-Life  because  he  knew  he  was  "cheating  people  out  of  their  life's 
savings . " 

On  the  transcript,  he  also  told  his  mother  that  he  couldn't  believe  how  easy 
the  money  was,  that  he  was  making  his  sales  pitch  to  people  all  over  the  country 
while  lying  in  his  own  bed  with  a  portable  telephone. 

Mrs.  McFall,  according  to  court  papers,  seemed  to  encourage  her  son  to 
continue  on  with  his  work,  adding:  "Where  are  you  going  to  get  that  kind  of 
money? " 
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The  company  had  an  impressive  sounding  name  --  Global  Industries. 

Its  sales  force  called  people  all  over- the  country,  telling  them  of  wonderful 
prizes  they  had  won  and  quality  products  Global  was  selling. 

But  this  is  not  another  sweepstakes  telemarketing  success  story. 

Robert  Miskell,  Global ' s  president,  is  on  welfare.  He  drives  a  1973  Hornet, 
and  he  has  all  of  $  10  in  his  checking  account.  His  company  is  bankrupt. 

Authorities  call  Global  a  classic  case  of  how  fly-by-night  telemarketing 
companies  open  on  a  shoestring,  rake  in  money  from  across  the  country,  and 
close,  leaving  behind  hundreds  of  customers  owed  thousands  of  dollars. 

Legislation  pending  in  Congress  and  being  drafted  in  Albany  is  designed  to 
clean  up  the  telemarketing  industry.  It  would  help  authorities  prosecute  crooked 
telemarketers,  freeze  their  assets  and  reimburse  those  they  fleece. 

"It's  a  real  broad-based  effort  to  go  after  thesescam  artists  who  are  ripping 
off  elderly  people,"  said  Attorney  General  Robert  Abrams . 

But  officials  also  admit  their  frustration  at  stopping  the  Globals  of  the 
telemarketing  world,  small  companies  that  close  and  leave  nothing  behind  but 
debts . 

"You  cannot  get  money  out  of  a  stone,"  Miskell 's  former  landlady  said  during 
a  bankruptcy  court  hearing  last  month.  "They  have  nothing,  I  can  get  nothing 
from  them. " 

Unlike  his  more  successful  competitors  who  live  like  royalty  on 
telemarketing  fortunes,  Miskell ' s  brief  time  as  an  industry  executive  was  a 
grubby  one . 

After  five  years  of  earning  as  much  as  $  60,000  a  year  selling  for  a 
telemarketer  in  Las  Vegas,  Miskell  returned  to  Buffalo.  He  borrowed  $  11,000, 
and  in  September  1991  set  up  his  own  boiler  room  on  Transit  Road  in  Depew. 
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His  salesmen  were  soon  on  the  phones  selling  executive  pen -and -pencil  sets, 
fireproof ing  chemicals  and  cleaning  supplies. 

The  prices  were  high,  but  sales  were  easy  once  customers  thought  they  had  won 
one  of  the  fabulous  prizes  offered  by  Global,  including  a  Nissan  truck  or  $ 
5,000. 

Six  months  after  Miskell  opened,  his  partners  dropped  out.  They  were  former 
foster  parents  of  Miskell' s  brother  and  sister,  who  said  they  loaned  Miskell 
money  as  a  favor.  They  quit  the  business  once  they  found  out  what  he  was  up  to. 
They  lost  their  $  11,000. 

In  less  than  a  year,  Miskell  was  out  of  business,   too,  and  landed  in 
bankruptcy  court . 

Global  Industries  left  behind  $  93,000  in  debts,  including  money  owed  to  101 
people  who  ordered  $  37,800  in  merchandise.  They  got  nothing. 

"They  told  me  I  won  either  a  Nissan  truck  or  $  5,000  cash,"  said  Cindy 
Broderick,  a  dairy  farmer  from  Omro,  Wise,  who  bought  $  300  worth  of  pen  sets 
and  $  799  worth  of  fireproofing  items.  "I-  never  got  either  prize.  When  I  tried 
to  call  them,  their  phone  had  been  disconnected." 

Miskell  denied  her  account,  saying  he  would  never  let  a  salesman  guarantee  a 
major  prize.  But  he  said  he  feels  bad  about  customers  who  lost  money. 

"It's  a  real  sore  subject  for  me,"  Miskell  said  of  his  bankruptcy.  "I'm  sorry 
I  had  to  take  these  people  down  with  me . " 

Contempt  for  competitors 


Miskell  said  telemarketing  was  once  a  profitable  business,  but  no  more.  He 
could  not  make  a  buck . 

Why  not?  Miskell  said  he  is  too  honest. 

The  same  holds  true,  he  said,  for  his  brothers.  Nicholas  and  Daniel  Miskell 
ran  Royal  Marketing,  and  Thomas  Miskell  operated  Crown  Industries.  Those 
companies  also  went  out  of  business  in  a  hurry  and  left  disgruntled  customers 
behind . 

"The  fact  is,  all  the  Miskell  brothers  tried  to  do  it  right,"  he  said.  "We 
ended  up  falling  on  our  face  because  we  were  honest." 

Miskell  makes  a  point  of  proving  his  honesty  by  saying  he  sold  his  goods  at 
five  times  their  worth,  compared  to  markups  of  10  times  and  more  that  other 
companies  used. 

"I  got  nothing.  I'm  driving  a  '73  Hornet.  What  does  that  tell  you?  It  tells 
you  I  was  honest,"  he  said.  "The  only  way  to  make  money  in  ta lwnarketinq  today 
is  to  be  dishonest.  I  swore  I  would  eat  food  from  the  gutter  before  I  would  be 
dishonest .  " 
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Miskell  said  he  has  nothing  but  contempt  for  his  competitors  still  in 
business. 

"These  monkeys  today?  They're  ruining  it  for  everyone,"  he  said. 

"I  couldn't  get  any  good  help,"  Miskell  complained,  explaining  why  Global 
went  out  of  business.  "The  news  media  put  a  damper  on  it,  and  I  don't  blame  you. 
They're  a  lot  of  snakes  in  the  bushes." 

Miskell  also  has  little  good  to  say  about  some  of  his  customers.  Asked  about 
86 -year-old  Sam  Taormina,  a  Detroit  resident  who  said  he  sent  $  700  to  Global 
Industries  for  vitamins  he  never  received,  Miskell  replied: 

"I've  never  sold  vitamins.  You  know  what  they  say?  Buyers  are  liars.   They're 
nothing  but  a  bunch  of  mooches . 

"There  are  a  lot  of  people  trying  to  rip  off  the  companies,"  he  said.  "I  can 
show  you  a  stack  of  checks  from  people  who  ordered  merchandise  and  then  refused 
it.  I  lost  money  on  these  people." 

Miskell  said  he  would  be  glad  to  supply  another  stack  of  letters  from 
customers  who  raved  about  his  products.  But  he  never  produced  the  testimonials. 

Attempts  to  regulate 


States  that  require  telemarketers  to  post  bonds  of  $  50,000  and  more  say  it 
cuts  down  on  telemarketers  who  are  here  today  and  gone  tomorrow. 

But  Abrams  said  bonds  have  another,  unwanted  effect. 

"These  people  are  manipulators,  they're  scam  artists,"  Abrams  said  of  crooked 
telemarketers.  "They  take  the  notion  of  a  bond  and  turn  it  into  a  badge  of 
honor.  'Look,  we're  bonded,  we're  a  legitimate  business.'  " 

And  $  50,000  is  pocket  change  for  the  RFG  Group  in  Buffalo,  with  $  12  million 
in  annual  sales,  or  Pioneer  Enterprises  in  Las  Vegas,  whose  Buffalo  affiliates 
help  the  company  sell  $  35  million  worth  of  items  a  year. 

A  law  requiring  companies  to  register  also  is  no  guarantee  telemarketers  will 
be  honest  and  play  by  the  rules. 

It  can  give  credibility  to  fraudulent  companies. 

"There  is  a  certain  repugnance  to  registering  companies  in  an  industry  that 
is  basically  permeated  with  fraud, "  said  Dennis  Rosen,  an  assistant  attorney 
general  in  Buffalo  who  shut  down  Promotions  Unlimited. 

"I  tell  our  staff  they  can  no  longer  tell  consumers  that  a  telemarketer  is 
registered  with  the  state,"  said  Bill  Henderson,  president  of  the  Las  Vegas 
Better  Business  Bureau.  "It  makes  it  sound  like  the  state  approves  of  them." 

As  of  last  week,  Henderson's  staff  has  nothing  to  worry  about  --  no  company 
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is  registered  in  Las  Vegas.  The  Nevada  Supreme  Court  just  struck  down  the 
state's  telemarketing  law,  ruling  it  was  too  broadly  worded. 

Authorities  in  California  have  the  same  concern  about  making  telemarketers 
sound  legitimate  just  by  registering. 

"I  mean,  if  Al  Capone  filed,  we'd  have  nothing  to  say  about  it,"  said 
Herschel  Elkins,  a  senior  California  attorney  general  who  helped  write  his 
state's  telemarketing  law. 

California  law  a  model 


California's  law,  considered  a  model  among  the  19  states  that  have  passed 
telemarketing  regulations,  requires  companies  to: 

Submit  their  cost  of  items  sold  and  the  prices  they  charge,  as  well  as  the 
value  of  their  prizes. 

"If  they're  offering  a  trip  to  Hawaii  and  they've  only  paid  $  10  for  it,  we 
take  a  look  at  them, "  Elkins  said. 

Give  away  the  major  prizes  they  promise,  not  just  use  them  as  a  come-on. 

Tell  customers  clearly  and  frequently  that  no  purchase  is  needed  to  get  a 
prize,  and  tell  them  the  odds  of  getting  the  major  prize. 

Avoid  telling  customers  the  company  is  licensed  by  the  state  of  California  or 
else  face  prosecution  for  a  felony  crime. 

Logik  Enterprises  Inc.  in  Buffalo  registered  in  California  in  May.  But  Elkins 
said  the  registration  only  allows  Logik  to  sell  there.  Logik  can't  use  it  as  a 
promotional  lure. 

"If  they  do  business  in  California,  they  have  to  register,"  Elkins  said.   "If 
they  tell  consumers  they  are  licensed  in  California,  that  is  a  felony." 

Federal  legislation  proposed 


Because  telemarketers  move  so  easily  from  state  to  state  and  pick  their 
customers  from  across  the  country,  some  feel  that  federal  legislation  is  the 
only  answer. 

Bill  Paxon,  R-Williamsville,  is  a  member  of  a  House  Energy  and  Commerce 
subcommittee  that  approved  telemarketing  legislation  in  February. 

"The  goal,"  Paxon  said,  "is  to  give  federal  regulators  as  well  as  state  and 
local  prosecutors  authority  to  bring  action  against  the  crooks  in  the 
telemarketing  industry." 

Abrams  said  the  legislation  authorizes  attorneys  general  in  each  state  to 
prosecute  telemarketing  cases  in  federal  court,  authority  the  National 
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Association  of  Attorneys  General  has  long  sought. 

If  that  happens,  a  state  attorney  general  in  a  Buffalo  case  could  go  to  U.S. 
District  Court  and  obtain  orders  stopping  a  crooked  telemarketer  from  operating 
anywhere  in  the  country.  It  also  would  require  fraudulent  telemarketers  to  pay 
back  money  they  stole . 

"This  could  be  a  very,  very  powerful  weapon,"  Abrams  said. 

Strong  prosecution  hailed 


Consumer  advocates  also  say  legitimate  companies  used  by  telemarketers  have 
to  make  stronger  efforts  to  combat  fraud,  businesses  like  VISA,  MasterCard, 
United  Parcel  Service,  Federal  Express,  even  newspapers  --  including  The  Buffalo 
News  --  that  run  classified  ads  recruiting  new  telemarketing  workers. 

The  best  protection  consumers  have  is  the  strong  prosecution  under  way  by  a 
host  of  state  and  federal  agencies. 

That  includes  actions  against  the  two  biggest  outfits  operating  out  of 
Buffalo,  Pioneer  Enterprises  and  the  RFG  Group,  both  under  investigation  by  a 
federal  grand  jury. 

Pioneer  also  is  under  a  Federal  Trade  Commission  order  to  stop  using 
fraudulent  pitches.  The  company  has  paid  $  1.7  million  in  various  settlements 
and  is  barred  from  selling  in  three  states. 

But  Pioneer  already  is  looking  to  the  future  and  seeking  new  markets . 

Executives  at  the  company  last  week  were  not  in  their  Las  Vegas  offices . 

They  were  setting  up  a  telemarketing  company  --  in  England. 

GRAPHIC:  DENNIS  C.  ENSER,  Buffalo  News,  Robert  Miskell  and  his  wife,  Kimberly, 
leave  bankruptcy  court  recently.        ;  ROBERT  KIRKHAM,  Buffalo  News, 
Assistant  State  Attorney  General  Dennis  Rosen  says  telemarketing  companies  in 
the  Buffalo  area  often  overcharge  customers  for  products  such  as  air  filters, 
water  filters,  cosmetics,  drain  cleaners  and  other  household  products. 
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How  do  some  telemarketing  salespeople  get  customers  to  buy  high-priced 
packages  of  vitamins,  water  filters  or  cosmetics?  The  sort  of  products  they 
wouldn't  look  twice  at  if  they  saw  them  in  a  store  at  those  prices? 

Persuasion.  A  good  line  is  a  telemarketer's  best  friend,  along  with  a  list  of 
fabulous  prizes  that  always  include  a  cheap  trinket  wrapped  in  misleading 
descriptions. 

Logik  Enterprises  has  been  open  on  Elmwood  Avenue  since  December.  John  Suppa, 
a  vice  president  who  oversees  the  sales  force,  is  a  veteran  telemarketer. 

"I  know  telemarketing  is  a  good  business,"  Suppa  told  The  News  in  a  story 
Sunday.  "You  have  a  few  people  who  don't  control  their  business  or  their 
salespeople . " 

A  former  employee,  after  reading  that  article  Sunday,  came  to  The  News  to 
talk  about  working  at  Logik.  The  former  employee  felt  that  readers  should  know 
how  Suppa  controls  his  workers  through  regular  motivational  sessions  where  they 
are  required  to  take  notes  of  his  best  pitches . 

A  sampling  from  that  notebook:  Dealing  with  telemarketing's  unsavory 
reputation. 

"You're  right,  I  think  I  saw  the  same  thing  on  60  Minutes,  and  I  agree  with 
you.  I'm  glad  that  there's  legislation  to  get  rid  of  those  bad  apples." 

"We  want  you  to  know  who  the  bad  companies  are.  They  make  my  job  a  lot 
harder. " 

Getting  a  customer ' s  trust . 

"We're  a  $  25  million  company.  We're  not  going  anywhere."  (Logik  has  only 
been  open  since  December.) 

"You're  writing  a  check  directly  to  our  company  under  our  company  name. 
We're  legally  responsible  for  everything." 

Pitching  the  prize  without  actually  saying  the  customer  will  get  the  major 
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award . 

"If  I  pulled  up  in  the  driveway  with  the  Jeep  Cherokee  and  I  asked  you  to 
come  up  with  $  1,500  to  pay  for  the  taxes,  could  you  do  it?" 

"I'd  give  $  20,000  to  be  in  your  shoes." 

"If  you're  worried  about  losing,  then  you  have  nothing  to  worry  about  because 
it's  official.  You've  already  hit  the  jackpot." 

"(Lady)  you're  going  to  have  tears  of  joy  streaming  down  your  face  when 
everything  is  said  and  done . " 

"You're  going  to  be  more  financially  secure  than  you've  ever  been  in  your 
life." 

Overcoming  customer  resistance  to  products  or  their  price. 

"This  investment  is  going  to  seem  like  peanuts  compared  to  how  you're  going 
to  feel." 

"There's  not  a  chance  in  a  million  of  your  being  half  a  percent  unhappy." 

"Forget  about  the  promotion,  the  product  and  the  prize.  Let  me  tell  you  about 
myself.  My  integrity  is  solid.  When  I  give  my  word,  come  hell  or  high  water,  I'm 
gonna  make  sure  you ' re  happy . " 

"If  it  was  about  selling  my  product,  I'd  send  you  a  catalog  and  you  could 
call  me.  It  is  about  you  getting  one  of  those  awards." 

How  to  pay  for  the  products? 

"Go  get  your  checkbook!  Now  make  that  check  payable  to  Logik  Enterprises." 

"Don't  have  the  money?  1.  Cash  advance  (MasterCard,  Visa,  Discover  cards). 
2.  Stocks  and  bonds.  3.  Certificate  of  deposit  (borrow  against  it).  4.   Personal 
loan.  5.  Home  equity  loan.  6.  Relatives  and  friends." 

"I'm  gonna  help  you  find  the  money.  Cash  advance  takes  about  10  minutes." 

"Where's  your  nest  egg?" 

"On  Social  Security?  Do  you  have  a  pension  too?" 
LANGUAGE:  ENGLISH 
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The  Buffalo  Philharmonic  uses  f lemarketing  to  keep  its  orchestra  playing. 
Ttit»«r)c«tlna  also  helps  keep  Studio  Arena  Theater  and  the  Greater  Buffalo  Opera 
Company  afloat.  Businesses  use  telephone  calls  as  a  legitimate,  if  sometimes 
annoying,  sales  tool  to  market  products  in  Western  New  York  and  throughout  the 
United  States. 

Even  the  Buffalo  Better  Business  Bureau  --  which  compiles  complaints  about 
crooked  telemarketers  --  uses  f lwnarkating  to  sign  up  new  members. 

These  are  the  good  guys  of  the  f 1  marketing  industry. 

"I  wouldn't  tell  people  to  automatically  hang  up  every  time  they  get  a 
telephone  call  from  a  salesperson  or  a  f und- raiser, n  said  Tracy  L.  Sadeghian, 
trade  practices  director  for  the  Buffalo  Better  Business  Bureau.  "There  are  a 
lot  of  legitimate  telemarketers.  It's  a  popular  practice." 

Some  t«l«nark«tinq  companies  --  particularly  those  offering  fabulous  prizes 
as  a  come-on  --  are  pure  scam  artists.  A  Congressional  subcommittee  recently 
estimated  that  shifty  telemarketers  cheat  consumers  out  of  $  10  billion  a  year. 

But  even  more  companies,  civic  groups  and  charities  use  t«l«narketlnq  as  a 
legitimate  tool  for  sales  or  fund-raising,  industry  experts  say. 

Sears,  Roebuck  &  Co.  pays  Choice  Security  Systems  to  help  market  fire  and 

burglary  alarm  systems  to  consumers  in  Rochester  and  Hamilton,  Ont.  Choice 

Security  runs  an  office  on  Sheridan  Drive  in  the  Town  of  Tonawanda.  AT&T  also 
pays  the  firm  to  help  sell  its  products  in  other  cities. 

"Our  people  don't  sell  the  systems  over  the  telephone,  we  don't  offer 
sweepstakes  prizes,"  said  Scott  J.  Reyburn,  vice  president  for  Choice  Security. 
"All  we  do  is  ask  people  to  allow  us  to  send  a  salesman  to  their  home,  to  show 
them  the  product.  If  they  say  no,  we  don't  push  them." 

There  have  been  no  complaints  to  the  Better  Business  Bureau  about  Choice 
Security,  Ms.  Sadeghian  said. 

Officials  of  several  other  area  companies  that  use  te lamarketinq  have  called 
The  Buffalo  News  this  week  to  express  concern  that  publicity  about  the  scam 
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artists  could  be  hurting  legitimate  sales  operations.  One  Buffalo  stockbroker 
said  customers  have  been  hanging  up  on  him  this  week  because  they  assume  anyone 
selling  over  the  phone  must  be  a  crook. 

The  financially  struggling  Buffalo  Philharmonic  Orchestra  is  one  of  many  area 
not-for-profit  groups  that  depend  heavily  on  telemarketing . 

"Our  telemarketing  office  brought  in  $  1  million  in  ticket  sales  and  $ 
400,000  in  donations  last  year,"  said  Peggy  A.  Falcon,  development  director  for 
the  Philharmonic.  "Without  that  money,  we'd  have  a  lot  less  musicians." 

Thirty-one  representatives  make  calls  for  the  orchestra,  working  out  of  an 
office  in  the  Birge  Mansion  on  Symphony  Circle .  The  employees  make  hourly  wages , 
ranging  from  $  4.25  to  $  6,  plus  a  commission.  Some  seek  donations,  others  try 
to  sell  ticket  packages  for  upcoming  concerts. 

No  false  promises  are  made,  and  the  hard-sell  approach  is  not  allowed,  said 
Michael  G.  Sano,  telemarketing  director  for  the  orchestra.  He  noted  that  many 
other  charity  and  arts  groups  in  Buffalo  also  depend  on  telemarketing. 

"Last  week,  a  fairly  slow  week,  we  took  in  $  23,000  in  sales  and  $  3,200  in 
donations  from  this  office,"  Sano  said.  "For  every  dollar  we  took  in,  our 
expenses  were  13  cents.  That's  great  for  a  not-for-profit  group  that  is  trying 
to  keep  its  expenses  down." 

Not  every  telemarketer  asking  for  money  for  a  charity  or  civic  group  is 
legitimate,  however.  According  to  the  Federal  Trade  Commission,  thousands  of 
complaints  have  been  made  throughout  the  country  about  disreputable 
organizations  seeking  donations  in  the  name  of  charity. 

Use  caution  in  evaluating  any  phone  sales  or  fund-raising  pitch,  Ms. 
Sadeghian  said. 

"If  someone  is  claiming  they're  giving  you  the  best  deal,  do  some  comparison 
shopping.  If  it's  a  reputable  organization,  they'll  always  be  willing  to  put 
their  offer  in  writing  before  you  buy  from  them,  or  to  send  you  written 
information  about  their  company,"  Ms.  Sadeghian  said.  "If  they  start  out  the 
conversation  by  saying  you  won  something,  and  then  they  try  to  sell  you 
something,  you  can  just  hang  up." 

What  about  those  people  who  feel  any  telephone  sales  pitch  --  legitimate  or 
otherwise  --  is  a  nuisance  they  just  don't  want  to  deal  with? 

If  they  own  telephones,  they'll  probably  be  hearing  from  telemarketers. 

"The  telephone  is  here  to  stay  as  a  marketing  tool,"  Ms.  Sadeghian  said. 

"People  could  get  an  answering  machine,"  said  Reyburn,  the  Choice  Security 
executive. 

GRAPHIC:  JOE  STEFANCHICK,  Buffalo  News,  Gary  Blum,  who  is  blind,  works  for 
Choice  Security  Systems . 
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-  is  an  international 
network  of  more  than  600  volunteers  who  work  hotline;  at 
radio  and  television  stations  to  assist,  educate,  and  solve 
consumer  problems  for  individuals  and  small  businesses. 
The  free  and  confidential  resolution  service  is  also  offered 
to  the  deaf,  hard-of-hearing.  and  speech  impaired  via 
text  telephone  (TTY). 


WFBC  RADIO 

KCTV5 

Ahoona,  Pennsylvania 

Kansas  Dry,  Missouri 

(814)944-9336 

(913)831-1919 

TTY  (913)  831-3232 

WIZ-TV 

Baltimore,  Maryland 

W ABC  RADIO 

(410)578-3680 

New  York.  New  York 

TTY  (410)  578-3685 

(212)268-5626 

WBZ  RADIO 

opening  in  Spring  1 993 

Boston,  Massachusetts 

KYW-TV  A  KYW  RADIO 

(617)787-2300 

Philadelphia.  Pennsylvania 

TTY  (617)  783-7148 

(215)238-4500 

WIVB-TV 

TTY  (215)  238-4560 

Buffalo.  New  York 

KDKA  RADIO 

(716)874-1700 

Pittsburgh,  Pennsylvania 

TTY  (716)  879-4949 

(412)333-9370 

TTY  (412)  5754950 

wrw-TV 

Cleveland.  Ohio 

KMOX  RADIO 

(216)  578-0700 

St  Louis,  Missouri 

TTY  (216)  391-4508 

(314)421-1975 

KWOC-TV 

TTY  (314)  436-7807 

Davenport.  Iowa 

KCBS  RADIO 

(319)383-7006 

San  Francisco.  California 

TTY  (319)  383-7007 

(415)478-3300 

TTY  (415)9864764  or 

W|R  RADIO 

1-800-564-6764 

Detroit.  Michigan 

(3I3I87V87O0 

WTVC-TV 

TTY  (313)  872-5240 

Toledo,  Ohio 

(419)534-3838 

WRAL-TV 

TTY  (419)  534-3835 

Durham.  North  Carolina 

(919)688-9306 

WTOP  RADIO 

WINK-TV 

Washington.  DC 
(202)  6864225 

Fort  Myen.  Florida 

TTY  (202)  686-5661 

(813)334-4357 

TTY  (813)  334-7315 

CALL  FOR  ACTIO* 

national  owmce 

Washington,  D.C. 

(202)  537-0583  • 

TTY  (202)  537-1351 

Scams 

HOW*  SMALL   BUSINESSES   CAM   SURVIVE 

Schemes 


Deceptive 

THI  CMAT  AMERICAN   RIP-OPVS 

Offers 
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Slc^l t  Oefense 
A£a/lnst 

SeaniM 


DONOTMtht 
fact  that  HNMoiM  has 
placed  an  ad  laad  you 
to  believe  that  the 
offer  is  legitimate 
Many  media  organiza- 
tions do  not  pohce 
their  ads.  T"4«sV> 


The  words  "money 

back  guarantee" 

should  not  influence 

your  decision.  A 

guarantee 

only  as  good  as  the 

company  offering  it 


A  pnz 


>  is  not  a  prize  If  you  have 

to  pay  for  It.    Evaluate  the 

promotional  item  mnd  its  price.. 

Would  it  be  worth  the  cost  even 

If  there  were  no  prize? 

If  you  are  not  sure  .. — 

about  a  company  

check  them  out 
through  Call  For 
Action.   However,  a 

dean  record  doesnt 

mean  the  company  is 

taflltimate.   Many  „  n  ,„,.,. 

"  SS^SS?!SL.  «-Sl  In  the 

months,  dose  down.  cltaf  l  off  .r.  ask 

change  ««  company  Information  to 

name,  and  start  over.  ...        . 

be  mailed  and 
review  the  offer 
before  deciding. 


Set  up  clearly 

defined  purchasing 
procedures,  as  well 
as  a  way  to  check 
invoices  for 
validity,  ft  Is 
Imperative  to  have 
the  name  of  the 
company,  address, 
and  phone  number 
on  any  transaction. 


Always  check  references.  If 
possible,  visit  the  business 
rather  than  making  a  phone 
celt.  You  neve*  know  who  is 
on  the  other  end  of  the  line. 


4 


If  you  have  been  scemmed, 
assume  your  name  is  on  a 

'  "sucker  J tst"  which  is  sold  to 

telemarketers  nationwide.  There 

Is  a  high  likelihood  of  additional 

- criminal  activity  directed  at  you. 


Educate   your  employees 
about  these  scams 

Post  the  "Survival  Guide"  on  your  employee 
bulletin  board. 

In  staff  meetings,  discuss  how  con  artists  can 
scam  your  business. 

Tell  your  bookkeeper  or  comptroller  to  be 
on  the  lookout  for  phony  invoices  and  bills. 

Instruct  your  employees  to  hang  up 
on  a  suspected  scam  artist. 


If  you  have  been  scammed, 
CFA  may  be  able  to  get 
your  money  back.  If  there 
is  no  affiliate  in  your  area 
call  the  National  Office  in 
Washington,  D.C. 


AT&T 

If  you  are  a  victim  of  a 
phone  service  scam, 
AT&T  and  CFA  should 
be  notified.  Call  AT&T  at 
1-800-222-0400. 


ifnere  To 

TTmajraj. 
For  Help  ., 


o 


83-342(216) 


BOSTON  PUBLIC  LIBRARY 


3  9999  05983  142  8 


i 


ISBN  0-16-046877-9 


780160" 468773 


90000 


